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To-day is not the first time that statistics and budgets have 
met. For two hundred years practically the only purpose of sta- 
tistics was to assist in budget making. At the beginning, it is 
true, both budget makers and statisticians concerned themselves 
with the public’s ability to pay taxes, rents, etc., rather than with 
public expenditures. For that matter the same is true to-day of 
budget makers in most of our American cities. Governor Hughes 
says it is true of New York State’s budget makers, and no less 
an observer than President Taft suggests that there is not, after 
all, a very great difference between a French minister farming 
out a nation’s revenues and the American taxpayer who farms 
out power to raise funds for billion-dollar congresses. Just as 
the European farmer and merchant of the seventeenth and eigh- 
teenth centuries concentrated their attention on the amount of 
money collected from them for their governments, rather than 
upon the use made by those governments of money collected, so 
the American farmer, manufacturer and business man have, 
until quite recently, not given even a small fraction of their 
thought to what government has done with taxes. 

Merely to collect enough money to run New York City does 
not require a very extensive or a very high type of statistical or- 
ganization. We have unlimited wealth, or at least our reform- 
ers, department heads and most taxpayers think we have. Know- 
ing where real estate is, it requires but a small force of statisticians 
and collectors to locate the owner and collect his money. To be 
sure, the statistical method should be and is employed to see that 
property is equably assessed, but New Yorkers are so proud of 
their ability to pay, or perhaps so fearful each that he may be 
compelled to pay his full share, that until recently we have not 
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even bothered ourselves about administrative control over taxes 
in arrears, or other city revenues. In passing, however, I want 
to say that the same reorganization which is giving New York 
City a broader statistical basis for its budget making has also led 
it to adopt the methods of private business for learning what 
revenues are due, what are overdue, and what are collected but 
not yet turned in to the treasury. 

Statistical analysis of past expenditures as a basis of estimat- 
ing next year’s budget requirements is the particular aspect of 
statistics and budget making which J have assumed you wished 
me to discuss here to-day. As you could have asked me to open 
this discussion only because of my connection with the last four 
budgets voted for New York City, I shall confine myself to these 
budgets and statistics in making which I have, as city controller, 
had a part. To the differences of method which will be noted, 
practically all members of the present administration have con- 
tributed. From the first, the mayor and president of the board of 
aldermen took active interest in and supported with their votes 
each constructive move. The five borough presidents voted uni- 
formly for these differences, and several times when their own 
appropriations were thereby materialy reduced. The mayor’s 
appointees at the head of over one hundred departments have col- 
laborated by furnishing the information demanded, many of them 
by giving up their vacations to find out for themselves what the 
facts were, and by re-shaping their estimates according to infor- 
mation elicited by uniform questions sent out by the department 
of finance. 

So regardless of politics, person and party is the science which 
the American Statistical Association is organized to promote that 
in testing it on New York City’s budgets, a so-called Tammany 
administration has effected progress which no reform administra- 
tion ever even promised. More has been done than New York’s 
professed reformers either asked us to do or have yet discov- 
ered; more, in fact, than leading authorities in history, econo- 
mics, politics, sociology, statistics or ethics have advised or helped 
us to do. In fact, the very borough presidents whom Governor 
Hughes removed for unbusinesslike methods voted for budget 
reforms which the good governor himself has never found time 
to recommend definitely for the thirty-five million dollar budget 
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which he himself signs. And, if, as now appears, President Taft 
is soon to prove that his predecessor could have been removed 
for signing unscientific and padded budgets had he been in Gov- 
ernor Hughes’ jurisdiction, I feel it is only fair to recall 
that President Taft’s awakening came three years after New 
York City, the bete noir of reform politics, had committed itself 
to and put into effect budget reforms more comprehensive and 
more definite than any which President Taft has yet outlined. 

How we came to undertake to provide a statistical basis for 
New York’s budget making is a story that is not without its 
lessons for official and private purveyors of statistics, and for 
the experts in various fields of social science who are gathered in 
New York this week. When President Lowell sends his men 
into what he calls “the laboratory of public administration ” to 
study the “ physiology of politics,” and when Professor Hart and 
Professor Dewey wish to train their men in “ historical accuracy ” 
and in “accurate observation,” I would commend to them the 
budget processes of New York, of their own city, or of any other 
administrative unit in the United States. The New York labora- 
tory tells a story of co-operative effort among officials, and be- 
tween officials and a private body known as the Bureau of Muni- 
cipal Research, which indicates a method and a spirit that I regard 
as essential to effective political reform. For nearly four years 
we have worked together in such a way that each of us can take 
full credit. Without the mayor and president of the board of 
aldermen and the legislature which made possible his bureau of 
investigation and statistics, the controller could have done little. 
But the mayor, president of the board of aldermen and the legis- 
lature could have done less without the controller. Judge Davis, 
the chairman of the aldermanic Finance Committee of 1906, sup- 
ported us in our beginning. The press has applauded and de- 
manded each forward move. The constant pressure, it is true, 
began and continued with the Bureau of Municipal Research, a 
private organization whose backers have spent $250,000, almost 
all of it having been brought to bear upon the problems of budget 
making. Without this generous backing the bureau could not 
have assisted the administration. Without that assistance it is 
hardly likely that the work would have been done. Without 
official response almost no headway could have been made. The 
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point | want to emphasize is that it has been possible and profit- 
able for officials to work on this budget reform and the collateral 
accounting reform because the Bureau of Municipal Research 
came to us with proposals that stood the test of both statistical and 
political analysis. For two years I have been saying that when 
things went wrong I was to blame, and when things went right 
the Bureau of Municipal Research claimed the credit. Now here 
is a thing that has turned out well, and the Bureau can no more 
take credit away from the present administration than the argu- 
mentative Baptist could deprive the good old Presbyterian loyalist 
of her “ total depravity.” 

Four years ago New York City’s budget making exhibited 
the following cardinal defects : 

First—Its basis was bluff—not facts statisticaly presented. 

Second—Its statistics were unicolumnar, or bicolumnar at 
best. 

Third—Its classification did not fit the work to be done. 

Fourth—Its allowances were not segregated by function. 

Fifth—lIts hearings were farces. 

Sixth—Its pledges were broken. 

Seventh—Its victims were blissfully ignorant. 

The budget making which the present administration inherited 
I have frequently called a “ fake proposition.”’ 

To assist in making our discussion practical, I have asked the 
Bureau of Municipal Research to bring here for distribution a dis- 
cussion of budget making called “How Should Public Budgets 
Be Made?” In addition to the steps mentioned by it as having 
been taken up to 1909, there are several forward steps, to which 
I shall refer, taken by the Board of Estimate and Apportionment 
in voting the budget for 1910. 

Among the general changes, I beg to note particularly: 

1. The basis of New York City’s budget for 1910 is no longer 
bluff and is in a very large measure statistics. 

What bluff remains is due, not to the methods of budget mak- 
ing, but to the lack of proper accounting for time, material and 
money spent in the various departments. This lack has been 
provided for so that the incoming administration will be able to 
prepare budgets in which bluff itself will be statistically distin- 
guished from real need. 
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Uniform questions are sent out to one hundred and twenty- 
five departments in which budgets originate, in the form of esti- 
mated expenses for the succeeding year. These questions are 
sent out in May and are filled out and returned to the Bureau of 
Municipal Investigation and Statistics in July or August. 

Gradually, department heads have come to test answers filled 
in by their subordinates before submitting them to the Board of 
Estimate. It is safe to say that the time given by division heads 
and heads of departments to the 1910 budget estimates was prob- 
ably twenty times the amount given in 1906. fire Commissioner 
Hayes asked for an increase of less than $125,000, whereas for 
years that department has been getting increases running from 
$350,000 to $750,000. Commissioner Spooner, of the dock de- 
partment, subtracted $400,000 from his origina} estimate. The 
city superintendent of schools spent most of the summer in town, 
and publicly announced that never again was he willing to find 
himself unable to answer questions regarding his own budget esti- 
mate. Not always did the testing by commissioners result in 
reductions, but in most instances it did result in giving preference 
to demands which, when under the light of publicity, would more 
likely commend themselves to the Board of Estimate and the gen- 
eral public. 

In New York we print budget estimates not only in large 
volumes, such as this at hand, but in separate reprints for distri- 
bution among those who believe they want to master the details 
of departments in which they are most interested. This makes 
possible a test by volunteer organizations. 

A third test and up to date the most effective, is that by the 
Bureau of Municipal Investigation and Statistics, which, with its 
staff of twenty-eight employees, goes over in detail, first at the 
office and later in the various departments themselves, the statis- 
tics submitted by the departments, plus such reasons for this 
increase or disclosed by statistical comparison do not lend them- 
selves easily to statistical presentation. 

While the Bureau of Municipal Investigation and Statistics is 
conducting its tests, the Board of Estimate and Apportionment 
holds hearings of the departments and for taxpayers upon the 
various departmental estimates. 

In 1909 the dates for those hearings were set in June at the 
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request of volunteer organizations representing charitable and civic 
agencies, known as the 1910 Budget Conference. At these public 
hearings, members of the Board of Estimate ask the department 
heads to defend and explain their requests and hear from tax- 
payers reasons for or against particular items. For the last two 
years Mayor McClellan has declined to listen to remarks upon 
“the state of the Union,” which, while somewhat reducing the 
temperature and the quantity of elocution from taxpayers, has 
added greatly to the definiteness of discussions. 

These various tests applied to the departmental estimates led, 
in 1909, to the cutting down of estimates from $184,000,000 to 
$163,000,000 before the publication of what we call a tentative 
budget. This tentative budget represents what the committee on 
the budget wishes to recommend to the Board of Estimate and 
Apportionment. This committee has, in the past, represented the 
mayor, the comptroller and the president of the board of alder- 
men. The borough presidents, carrying seven of sixteen votes in 
the board of estimate, have not been represented in the budget 
committee. On the tentative budget taxpayers and the depart- 
ment heads involved are given hearings. 

If, after these various tests, bluff survives, it is because of 
deficiencies either in original records or in the capacity of the 
tester, rather than in the statistical method employed. 

2. The statistical column in New York City’s budget esti- 
mates is no longer unt-columnar or bi-columnar. 

In 1906 we set up our estimates in two columns: Allowed for 
1905, and asked for 1906. In our estimates for 1910 we show the 
facts for the annual rate at three different six months’ periods 
compared with the annual allowance requested for the succeed- 
ing year. The salary requests show for all salary increases dur- 
ing three different six months’ periods and for the new year 
whether increases or decreases are for additional employees or 
for those employed at the beginning of each period. Similarly, 
facts for various supply accounts are set up for different periods. 

To check a tendency that is found to manifest itself whenever 
a particular date comes to be known as the date with which 
budget requests are to be compared and with respect to which 
budget changes will be made, we ask for the payroll facts not only 
for June, but for each of the first six months of the year preceding 
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that for which budget allowances are requested. If we find, as 
we often do, that a large number of additional employees are 
thrown upon the June payroll, the burden of proof is put upon 
the department to show why the next year’s allowance should 
not be determined by the May payroll or the January payroll, 
rather than by the swollen roll of June. These facts are given, 
not for departments as such, but for each working division within 
the department. Any breakdown here is again due to method 
of administration and not to statistical method. 

3. Totals are no longer unclassified, and the classification no 
longer fails to express the character of work to be done. 

For example, the budget voted to the department of finance 
for 1906 provided $1,100,000 under six different titles. These did 
not indicate the character or work that my department proposed 
todo. For 1910, $1,600,000 is given to the department of finance 
under twenty-two headings, subdivided again into three hundred 
and thirty-two supporting scheduled items, indicating as many 
different kinds of work. In the health department’s budget, 
which was made a test of the so-called classified budget, there 
were eleven headings in 1906. These headings did not describe 
differentiated work within the department of health. It is possi- 
ble now to learn, as it was not possible four years ago, what 
employees in the department of health are engaged in fighting 
tuberculosis and how much it costs to maintain them. Only 
because these facts could be learned was it possible for social 
workers and distinguished physicians to work out the clear case 
which they made last fall for an increase of $262,000 for various 
lines of effort to stamp out tuberculosis. But the health depart- 
ment’s $2,700,000 is divided into one hundred and twenty-nine 
functional headings and restricted by four hundred and sixty- 
eight scheduled items. 

4. The budget classification may no longer be disregarded 
by department heads when it comes to spending their allowances. 

Three or four years ago I was able to get money when I wanted 
it for this or that purpose by robbing Peter to pay Paul. Now 
they won’t let me take money from the auditing division to in- 
crease salaries in the Bureau of Municipal Investigation and Sta- 
tistics. I can save and save all I please, but I cannot use the 
savings to increase salaries in some other division without getting 
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permission from the Board of Estimate and Apportionment. This 
is what we call segregation. It was recently illustrated by the 
board of education, where an attempt was made to get $26,000 to 
increase the salaries of twenty-six district superintendents of 
schools. Assuming for sake of argument that these increases 
ought to be made, no argument for them was presented to the 
Board of Estimate this last year. The alowances were not made 
and not a dollar was given to any fund which the board of educa- 
tion did not claim was absoltuely indispensable to do work clearly 
specified in its budget estimates. Three or four years ago it was 
expected, as a matter of course, that salary increases like these 
would be made, but last week, when the qeustion came up, the 
chairman of the by-laws committee of the board of education 
said: “ We dare not do this. If we do, we will convict ourselves 
of either having padded our payrolls in our budget estimates, or 
else of being willing to sacrifice certain activities, such as vacation 
schools, recreation centres, etc., for the sake of increasing twenty- 
six salaries.” 

We have even gone so far as to print as a part of our budget 
the details or schedules which make up the appropriation titles. 
Furthermore, so far as payrolls are concerned, they have segre- 
gated one-twelfth of the annual monthly payrolls by months, so 
that no department head can spend more than one-twelfth of the 
total allowance without giving a reason for doing so to the board 
of estimate and apportionment. There are those who find in this 
a serious handicap to elastic administration, but whatever defects 
there may be from the standpoint of a department head wishing 
freedom to use money, this method cannot be criticized as lacking 
a statistical basis. 

5. Budget hearings are no longer a farce, or, at least, not 
quite as farcical as they used to be. 

The Board of Estimate has stopped listening to what the mayor 
calls “ hot air,” although I can hardly claim that the members 
of the board themselves entirely stopped committing that offense. 
I think it is probably true that if the members of the Board of 
Estimate and Apportionment had equipped themselves last fall to 
question the department heads, we could have given a demonstra- 
tion in the use of statistics in making up an annual budget such as 
perhaps no public body in the country ever made. Unfortunately 
many of the important facts were not brought out. Making pub- 
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lic use of statistics provided in estimates both ir. advance of pub- 
lic hearings and at these hearings, is a problem which confronts 
our successors. 

This last year we were unable to prepare the tentative budget 
in time for study by the general public. We received several 
letters condemning us for failure to give taxpayers their right to 
know about what we were going to vote for. Not having time 
to study, those who wrote us washed their hands of the matter 
and declined to participate in the hearings. At the urgent 
request of the Bureau of Municipal Research, we adjourned for 
twenty-four hours. While a period of twenty-four hours is not 
as long as twenty-four days, it is, after all, a pretty long time for 
social workers or taxpayers, who pretend to know what they want, 
and who feel free to criticize public officials for voting certain 
specific allowances, or for failing to vote certain specific allow- 
ances. Yet not one single citizen appeared when the session 
reconvened to say a word about a budget of $163,500,000. 

Mr. Jacob H. Schiff, the philanthropist and financier, did sub- 
mit a brief in which he suggested certain definite retrenchment 
along lines urged upon the Cassidy Committee on City Finances 
by the mayor, comptroller and others. I am glad to say that 
while we could not comply with his sugestion to reduce our bud- 
get $3,500,000, we did take steps by which the next administration 
may, if it wishes, effect the economics in the purchase of supplies 
and salaries outlined by Mr. Schiff. 

Much remains to be done. The original records of money 
spent and work done are still defective. The season of interest 
in budget making is still too short. The Bureau of Municipal 
investigation and statistics, or the bureau or department charged 
with similar duties, should be equipped to follow the budget from 
the first to the last day of the year; to report upon revenue bonds, 
special revenue bonds, and issues of corporate stock, with special 
revenue bonds, and issues of corporate stock, with special refer- 
ence to previous budget discussions and succeeding budget re- 
quirements. Salary increases and transfers from one appropria- 
tio ntitle to another should likewise be reported upon to the Board 
of Estimate and to the public, with special reference to previous 
budget discussions and succeeding budget requirements. Enter- 
ing wedges, insignificant in themselves, should be judged accord- 
ing to what they will cost after an innocent plan is fully under 
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way, and not by the small fraction of this cost which is generally 
involved in a first fortnight’s test. Every principle applied to a 
budget of current expenses should be applied to a budget of cor- 
porate stock. 

For two years we have been asked to print side by side with 
the tentative budget of proposed allowances, the requests which 
we have disallowed. Unquestionably this is statistical informa- 
tion which in time will come to be a requisite of proper budget 
making. Moreover, the tentative budget should also indicate how 
the allowances granted compare with allowances for similar pur- 
poses in the preceding year, by a column which will give increases 
or decreases. Heretofore, this has not been possible, partly 
because we were not equipped to do accurately the clerical work 
involved in such comparative statements. 

There has been a great deal said last week at the meetings 
of the learned societies convening here about the obligation of 
those societies to bring their sciences to the aid of the govern- 
ment. May I, in conclusion, appeal to the American Statistical 
Association to assume and to keep the leadership to which it is 
entitled by virtue of its field of study? A new type of man is 
needed in government. We need the survival of a new kind of 
fitness. We need not only men who know, but more particularly 
men who know how to find out. We need social scientists who 
recognize that the making of history is more important than its 
writing or its teaching; that administration is infinitely more 
important than the study of administration; and that the making 
of statistics day by day is infinitely more important than the study 
of statistics made after the facts, when defects in the original 
record may render futile such studies. In our efforts to vitalize 
and to translate into present action the lessons of the past, I 
venture to suggest that no field of study and no field of activity 
will produce such quick and certain and helpful results as budget 
making, once put upon a proper statistical basis. 
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Cost Accounting. * 
By ELIyaH W. Setts, C. P. A. 


The subject of cost accounting is receiving increasing atten- 
tion from manufacturers. They are realizing more and more 
how essential a knowledge of true costs is to their success. 

Not so many years ago the business man had presented to him 
by his bookkeeper at the end of his fiscal year a trial balance 
which showed only a part of his financial affairs. By compar- 
ing the surplus, which we assume was shown thereon, with the 
surplus at the beginning of the period, he was able to determine 
what his gain for the year had been. Not content with this, he 
demanded to know how the gain had been accomplished. 

The statement of income and profit and loss, crude at first, 
was then prepared. From this statement, as developed, he was 
enabled to see more clearly what the source of his profits was; to 
see what his sales had been and the cost of such sales. If his 
profits were smaller than he anticipated he realized that either 
the price at which he had sold his goods was to low or their cost 
of production too high. In either case he had to know what his 
true costs were. Obviously before he could fix his selling price 
he had to determine a cost on which to base it; before he could 
reduce his cost he had to know where it was too high. 

Up to this point this information had been obtained from the 
general books and estimates of costs, but the demand for special 
detailed information developed the need of special cost account- 
ing systems. In response to this demand the cost system came 
into being. 

To the business man engaged in manufacturing, the cost sys- 
tem has become invaluable. It furnishes him with information 
on which to base administrative judgment. It enables him to 
determine which lines of production are profitable and which are 
unprofitable ; to push the sale of profitable lines and retard or dis- 
continue the sales of unprofitable lines. The cost system enables 
the manufacturer to determine where his costs may be reduced 
either through the reduction of expenses or through an increase 
in the production. It also enables him to allocate leaks and 
stop unnecessary waste. 


* From an address before the National Association of Agricultural Implement and 
Vehicle Manufacturers. 
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The time has gone by when the cost of materials and supplies 
used in manufacture is determined by deducting from the inven- 
tory at the beginning of the period, plus the receipts, the inven- 
tory on hand at the end of the period. How long would the 
business man continue to employ a cashier whose only means of 
determining the disbursements for a given period was the 
inventory method? Why should not money invested in mate- 
rials and supplies have as many safeguards thrown around it as 
cash? 

To develop his business to the highest degree of productive 
efficiency the manufacturer must be able to compare the work 
of his departments, his machines, and his operatives. He must 
be able to gauge the efficiency of his managers and superintend- 
ents, bolster up the weak points in his organization, and harmon- 
ize the work of the differnt departments. The cost system makes 
all this possible. It groups items of expense around units of 
service, and items of cost around units of production. 

As applied to the manufacture of implements and vehicles the 
cost system presents an interesting study. The problem before 
us is to find the cost of the product in its completed state ready 
for shipment. Let us take, for example, wagons. Whether they’ 
are shipped set up, or in parts, the problem is the same. We 
must group the items of cost around our unit of production— 
the wagon. 

Differing in type, style, and finish, as they do, we are con- 
fronted, however, not with finding the cost of a given number 
of similar units, but with finding the cost of a given number of 
units all of which are different in their composition ; and, further, 
the finding of the cost of the various parts of which the wagon is 
composed. The elements of cost are three—first, raw materials 
and supplies; second, labor; and third, overhead and general 
expense. Obviously if we are to obtain true costs our system 
must be so devised that it will guide these elements into the parts 
making up our unit of production. 

Broadly stated, the backbone of the system consists of three 
classes of ledger accounts subsidiary to and controlled by the 
general ledger, namely, the materials and supplies ledger, the 
cost ledger, and the finished stock ledger accounts. These ledgers, 
usually of the loose-leaf card type, are supplemented by numer- 
ous forms and reports, which collate and summarize the detailed 
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information and serve, in many instances, as posting media for 
charges and credits. In some cases they furnish special informa- 
tion, statistical in its nature, based on the same figures, although 
differently arranged, as those found in the various ledgers. 

The operation of the factory is controlled by a system of 
factory orders which are designated as plant orders and produc- 
tion orders. Plant orders are intended to cover the extension, 
operation, and maintenance of the plant. The production orders 
cover all articles manufactured and work performed for the 
trade. Production orders are further classified into standing 
orders, special orders, and repair orders. Standing orders are 
issued to cover the manufacture of small parts for stock, while 
special orders are issued to cover the manufacture of wagons and 
such wagon parts as are not covered by the standing orders. 
All orders for wagons or parts requiring special work should be 
accompanied by full specifications. 

An account should be kept in the cost ledger with each stand- 
ing, special production, or repair order, showing as charges the 
cost of material, labor, and indirect or overhead and general 
expense applicable thereto. 

Accounts for standing and special production orders should 
be credited at cost as completed parts, or orders, are delivered to 
departments where such parts are used, or to stock. 

The raw material records form an important part of the sys- 
tem. They must be sufficiently elaborate to permit of an exten- 
sive classification in stock ledgers of the lumber, iron, paint, and 
shop material and supplies, in each instance providing separate 
accounts for each kind and size of lumber or iron, each kind of 
paint, and each article of other material and supplies carried in 
stock. 

In the case of lumber, for instance, receipts of lumber should 
be recorded daily in the lumber ledger accounts, entries being 
made from the inspectors’ tally sheets as to quantities, the prices 
being obtained from the invoices or credit sheets. The invoices 
should be charged on the general books to the “ Raw Material- 
Lumber ” account during the month in which the lumber is 
received so that the aggregate of all charges in the lumber ledger 
accounts for any given month will equal the total charges to the 
lumber account in the general books for that month. 

Materials and supplies should be withdrawn from stock only 
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on properly approved requisitions. After being filled, requisi- 
tions should be delivered daily to the Cost Department, where 
they should be priced, extended, credited to the proper lumber 
accounts, and charged to the appropriate production order or 
foremen’s stock accounts. Before this charge is made, however, 
a percentage should be added to the green cost of the lumber 
for the lumber carrying and kiln charges. These charges consist 
of the expense incurred on account of the lumber prior to and 
during the time necessary for proper seasoning and preparation, 
such as handling in the yards, insurance, taxes, interest, and 
other things. 

To determine and control the correctness of the charges to 
productive work for such expenses an account should be opened 
in the general books called “ Lumber Carrying Charges,” to which 
should be charged the accrued amount of such expenses at the 
time of inventory and all subsequent carrying and kiln expenses. 

The requisitions should, of course, be summarized at the end 
of the month, and a journal entry prepared for the general books 
to give effect to the foregoing operations. 

The remarks relative to lumber apply with equal force to 
the other items of raw material, such as iron, paint, and shop 
supplies, except, of course, in certain technical particulars where 
the material differs physically. 

Labor, it will be remembered, is also an important element 
in cost. All direct labor in the factory should be charged to a 
plant or production order. This is accomplished by a system of 
daily time reports, properly approved and summarized by depart- 
ments, posted to the payroll records, and distributed to the various 
orders. 

The time of employes who are continuously engaged on the 
same class of work, such as engineers, firemen, truckers, hand- 
lers, elevator men, stockkeepers, and others, constitutes the in- 
direct labor, in which instances time books should be substituted 
for the daily time reports. Such indirect labor will not permit 
of direct apportionment, and may be distributed on one of sev- 
eral arbitrary bases, and most equitable of which appears to be 
the direct labor hour. 

These operations affecting the labor will be controlled by the 
general ledger through a distribution of the labor account to 
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work in process, extensions and improvements, and other ac- 
counts. 

Little discussion can be had on the subject of indirect or fac- 
tory expense except as to the basis of distribution. Under the 
present day departmental plan of organization, unit costs by 
departments constitute the prevailing method. Here the prob- 
lem is twofold. Certain items of overhead or indirect expense 
must first be distributed over the various manufacturing depart- 
ments. Having done this, the departmental overhead must be 
distributed over the work in process. 

In the first instance, such items as heat, light, power, rent, 
taxes, insurance, and so on, must be distributed over the wheel, 
gearbox, blacksmith, and any other departments. The wheel 
department overhead must be distributed over the wheels under- 
going manufacture during the period. 

The question of bases is open to discussion—whether it should 
be one of cost or one of time. The time basis is the more gener- 
ally used and is founded on sound principles. 

As was previously pointed out, our cost system must be laid 
out to provide for three things: 

(1) The materials and supplies in their raw state; 

(2) The materials and supplies undergoing the process of 
manufacture with the labor and expense incidental thereto; and 

(3) The finished stock. 

As to the raw materials, we have discussed the ledger accounts 
dealing therewith. 

With regard to the work in progress, we have seen that the 
cost ledger provides a medium for recording the costs as they 
accumulate. As parts are finished they are transferred to the 
finished stock. As they are transferred, credits to the various 
accounts in the cost ledger are effected by means of clearance 
sheets, which show the quantities and costs of the parts cleared. 

We should now look for a moment at the so-called “ Finished 
Stock Ledger.” This book contemplates an account with each 
part manufactured under stock carried for the trade and an ac- 
count for each production order in the case of special orders. 
The accounts with stock carried for the trade should be arranged 
in accordance with the classes and sizes of parts. The accounts 
for special production orders should be arranged numerically 
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according to the production order numbers. The charges to 
these accounts are received from the clearance sheets which 
record the transfer from the cost ledger when the parts are com- 
pleted. The credits are obtained from the daily reports of stock 
shipped, which reports should be prepared on check sheets in 
the Shipping Department, one set of sheets for each shipping 
order. These reports should be priced at the cost of the articles 
shipped, as shown by the accounts in the “ Finished Stock 
Ledger.” 

These principles in cost accounting may be applied practically 
to the production of any article. Such a system will give not 
only the actual cost of goods sold by invoices and in total, but the 
inventory of all articles of material and supplies, work in progress, 
and manufactured stock in quantities and values at the end of each 
month, without the necessity of shutting down the plant to make 
an actual inventory count. 

Certain accounts can and should be tested by actual count of 
the articles shown therein from time to time without stopping 
the work of the plant. 

The system will materially aid in the location of irregularities 
in the handling of material and supplies if they exist, and it will 
show the actual profits or losses of the whole business with such 
segregations as may be desired each month, or at such periods 
as the statements of operations are made. The system is simple, 
and yet efficient, and its operation, properly administered, will be 
economical. This must not be regarded, however, as more than 
a mere outline of some of the principal features of a modern 


cost system. 





The Mathematics of Cumulative Voting. 
By Cuarces W. GERSTENBERG. 


In meetings of stockholders the scriptural exhortation, “ Give 
diligence to make your calling and election sure,” is seldom avail- 
ing. Campaign persuasion, of whatever brand, is usually wholly 
ineffectual to produce votes. While the financial world has fre- 
quently seen elections won by diligently solicited proxies, the fact 
remains that in most instances corporate elections turn on the 
number of shares concentrated in the hands of one person, or 
group of persons, and the concentration is more a matter of dol- 
lars and cents than of diligence. 

To determine the amount of concentration necessary to con- 
trol an election is a difficult problem. In the ordinary method of 
election where each share casts one vote for as many candidates 
as thetr are positions to be filled, the result is usually a complete 
victory for one party and a complete defeat for the others, for 
every candidate nominated by the majority will get as many votes 
as there are shares held by it, which number, of course, will uni- 
formly exceed the number of votes given to each of the candi- 
dates of the other parties. Cases, however, sometimes do occur 
where directors do not all represent one contingent, as, for exam- 
ple, where there are three opposing forces and two pool their 
votes, having first compromised on a division of the offices 
between themselves. 

Very little can be done in the way of fixing general principles 
from which to deduce the amount of stock necessary under vary- 
ing conditions to give success where the voting is the ordinary 
straight voting. Experience in each individual case must be the 
guide. For instance, it is rumored that the American Telephone 
and Telegraph Company recently acquired twenty per cent. of the 
stock of the Western Union Telegraph Company, and that that 
small fraction is sufficient to give control. Experience has shown 
undoubtedly that part of the Western Union’s stock is unvoted 
and that the rest is so widely distributed that all of it that could 
be induced to act in concert would be less than 20 per cent. of the 
entire capitalization. This conclusion is the result of experience, 
pure and simple. It involves no mathematical process. 
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But where cumulative voting’ is permitted or prescribed, the 
result of an election is not determined by numbers alone. Indeed 
it can easily be demonstrated that mere superiority in numbers 
if not properly marshalled may fail to procure control. Let us 
suppose that a capitalization of goo shares is divided in the ratio 
of five to four between two parties. If five directors are to be 
elected the number of votes available to the majority will be 
2,500, while the number available to the minority will be 2,000.? 
Now, if the majority seeks to procure four places, each of its can- 
didates will get one-quarter of 2,500 votes, or 625 votes, while the 
minority may give one-third of its 2,000 votes to each of three 
candidates. In this way the minority might defeat the mapesy 
by electing to office three directors to the latter’s two. 

The thought must often have occurred to practical corporation 
men who have contemplated the familiar facts mentioned in the 
previous paragraph that where the cumulative form of voting 
obtains a set of mathematical formulas could be devised, each to 
cover many possible situations. The writer has come across one 
such formula®, but has never seen in print the process by which it 


1 The term cumulative voting is well described in the New York statute: ‘‘ The 
certificate of incorporation of any stock corporation may provide that at all elections 
of directors of such corporation, each stockholder shall be entitled to as many votes 
as shall equal the number of his shares of stock multiplied by the number of directors 
to be elected, and that he may cast all of such votes for a single director or may 
distribute them among the number to be voted for, or any two or more of them as 
he may see fit, which right, when exercised, shail be termed cumulative voting.” 
Cuap. XVIII or Consotrpatep Laws, Articte II, Section 24. (Cu. 28 Laws 1909.) 

Cumulative voting is not a common law right and where the charter or statues 
do not expressly provide for it, stockholders cannot insist upon resorting to that form 
of voting, unless all consent to its adoption. (LowENTHAL vs. Russer, Etc., Co. 
52 N. J. Eg. 440). 

In the following jurisdictions the Constitution guarantees the right of cumulative 
voting: California, Idaho, Illinois, Mississippi, Missouri, North Dakota, Pennsylvania, 
South Carolina, South Dakota, and West Or ui Kentucky’s constitution provides 
for cumulative voting, but this provision has been held not to be compulsory. 
(Scumipt vs. MITCHELL, 101 Ky. 570). 

In the following jurisdictions cumulative votin ng is prescribed in the corporation 
statutes: Colorado, Kansas, Michigan, Montana, Ohio, and the Philippine Islands. 

The statutes of Maine and Maryland provide that the by-laws may prescribe 
cumulative voting. 

In Minnesota, New Jersey, New Mexico, New York and Porto Rico cumulative 
voting is allowed by statute i ’ provided for in the certificate of incorporation. 

The law of Nevada prescribes cumulative voting unless otherwise directed by the 
certificate of incorporation. 

The statutes of Virginia permit cumulative votin 

In North ne cumulative voting may be provided for in the certificate or the 
by-laws, and is mandatory whenever one-fourth of the capital stock is in the hands 
of one person. 

(For references to the constitution and statute provisions see Overland’s “ Classi- 
fied Corporation Laws of All States” 

2 The reader must be careful to distinguish between shares and votes, the latter 
always equalling the former times the number of directors to be elected. In this 
paper b is used to denote the whole number of directors to be elected at a meeting. 
Shares can be changed to votes by multiplying by b, and any symbol 5 ee votes 
can be reduced to the corresponding ae of shares by dividing-by b 

3“* Where and How,” by John S. Parker, of the New York Bar, 3d edition, Pp. 192. 
A very convenient little Manual of Corporation Law with special reference to statutes, 
published by Brown-Green Company. 
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was obtained, nor has he ever seen any derivative formule such 
as would be perhaps of more practical importance than this 
original. 

We propose, therefore, to give an exposition of some algebraic 
formule appertaining to cumulative voting, the processes by 
which they are obtained, and the proofs of their correctness. 
And this we will do in the simplest and least technical language 
at our service, trusting that if erring there must be, it will be in 
the direction of explaining too much rather than too little. That 
formule other than those here given can be worked out is not 
doubted. But we must remind our readers that this subject is 
intended for the man of ordinary education whose intimate 
knowledge of mathematics extends to the simple rules of algebra 
only. While an actuary or statistician might see here an oppor- 
tunity to invade the realms of mathematical poetry without 
exhausting the possibilities, we prefer to remain amongst prac- 
tical probabilities. 

A capitalist with an eye to the control of a given corporation 
which has adopted cumulative voting would undoubtedly first of 
all make this query: How many shares must I procure to elect 
a majority of the directors? Where the capitalization is very 
large he will want to know the very smallest number of shares 
to give this result. Now to make the problem simple let us 
suppose that all the shares not procured by the capitalist A, to 
be concentrated in the hands of B. And in order to make our 
first formula of some general value let us suppose that A is 
desirous of ascertaining the minimum amount of stock necessary 
to procure not only a majority of the directors but any propor- 
tion, say two out of the entire five. 


Well then, A learns that his proposed prey is capitalized at 
$100,000, with shares of the par value of $100. There are five 
directors and he is going to procure enough stock to elect two. 
To make the problem simple and to show how the formula is 
obtained let us give the answer and a part of the proof first; 
having those we can easily explain the steps by which the formula 
is derived. A would require for his purpose 334 shares. B, 
then, would have 666 shares. Now, inasmuch as there are five 
positions to fill, each share would represent five votes, and-A 
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would have a total of 1,670 votes to B’s 3,330. These 1,670 votes, 
if our answer is correct, is the least number that A would require 
to divide amongst two candidates, each to get, therefore, 835. 
Now, if our answer is incorrect, B wili be able to distribute his 
3,330 votes amongst one candidate more than A is willing to allow 
him, that is four. If B could give four candidates each more 
than 835 votes, the end sought by A—to elect two men—would 
be defeated. But if we divide B’s 3,330 votes among four candi- 
dates we find that three would get 832 and the other 834. The 
result, 832 to 835 is so close that we have our first indication that 
the answer given—334 shares for A—is correct, and represents 
the lowest number A may hold to elect two out of five directors. 


Before proceeding to give further proof of the correctness of 
our answer let us derive our formula. If the traditional x is 
made to represent the desired answer, i. e., the minimum amount 
of stock A must hold to elect two directors, and if we let a repre- 
sent the entire capital stock, then B will hold a — x shares. Let 
us use ¢ to denote the number of directors sought to be elected by 
x shares, and b the whole number of directors to be elected. 
Using these symbols instead of figures we find that A’s total num- 
ber of votes will be the product of his shares times the whole 
number of directors to be elected, i. e., xb or bx. B’s total num- 
ber of votes will be (a—x)b. Now A, seeking to elect ¢ di- 


rectors, will be able to give each be votes and B, to defeat 


this object, must seek to distribute his vote amongst one more 
than the number A proposes to permit him to choose. That is, 
B will try to elect, not the difference between the whole number 
of directors and the number A is seeking to elect, not b — c, but 
b + 1—c. Under these circumstances each of B’s candidates 


would receive votes. It will be seen, therefore, that 


a-x 
6+1-c . 
A will put in nomination c nominees and give each sd votes, and 


(a-x) b 
b+1-c 
votes. If the symbol standing for the number of votes received 


by A’s candidate is not greater than that standing for the number 
received by B’s candidates, A will not succeed in electing c men, 
but will elect only c— 1. To have A succeed, therefore, we get 


that B will nominate b + 1 — c candidates, and give each 
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this result: 
ab (a-x) b 
c “b+1-¢ 
Now, remembering that if we multiply or divide both sides 
of an inequality by a positive quantity we maintain the inequality, 
we can proceed to simplify. 
Multiply by the common denominator, c(b + 1 —c): 
b?x — bex + bx yabe — bex 
Cancelling the — bcx from each side of the inequality and group- 
ing we have: 
(b> + b) « >abec 
Dividing by the positive quantity b? + 6b and dividing the numer- 
ator and denominator of the resultant right hand term by the com- 
mon factor b the result is: 


ac 
*? b+; 
Thus we find that x is greater than iG The question is, 


how much greater? Well, we began with the hypothesis that + 
represents the very smallest number necessary to produce the 
desired result. Therefore, if we add the smallest quantity to the 
right hand term (i. e., one) we destroy the inequality and get the 
equatation, 


as 
(1) — 5 +1. 

The proof of the correctness of this formula is simple. If 
we take the example given above where a = 1000, c = 2, 
and b = 5, we will find that x, as we said, would equal 334, which 
is the smallest amount of stock a person, A, can hold in a 1,000 
share corporation to elect two out of five directors. Let us sup- 
pose for a moment that A holds one share less, i. e., 333. B then 
would hold 667 shares, and the entire number of votes held by 
each, as distinguished from the number of shares, would be re- 
spectively 1,665 and 3,335. A would distribute his 1,665 votes 
amongst two candidates, and give to one 833 and to the other 832 
votes. B, by distributing his votes amongst four candidates, could 
give to three of his nominees 834 votes and to one 833 votes. Thus 
A’s end, to elect two candidates, would be defeated if he held 
but one share less than is prescribed by our formula. Q. E. D. 
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By making certain transpositions and substitutions, formule 
can easily be derived to make other equally interesting if not 
valuable quick calculations. Thus to find the least number of 
shares ‘required to elect all the directors it is necessary only to 
substitute b for c in (1) and we find that 


ab 
2 aot B 
(2) x ie 


Likewise to find the smallest number of shares to elect one 
director substitute 1 for c and the result is 


(3) x=—%.415 
b+1 
Anything less than the quantity x in the last formula would 
represent the highest amount of stock that would be valueless, 
i. e., that could not elect even one director. 


a 
x= —.+ I-I 


b+1 


gc; 


These derivative formule can be proved by premitting, as we 
have done before, a to equal 1,000, and b 5. From formula (2) 
we find the lowest number of shares required to elect all the 


directors to be 2°°° +12 800% 834. . From formula we 
6 6 3 


learn that the lowest number of shares that can elect one director 


1006 


6 . 
1000 , __ 100 z =166 is shown to be 


“— vee 73 


the highest number that can fail of electing even one. Multiply 
167 and 166 by 6b to find the whole number of votes, as dis- 
tinguished from shares, A would have if, according to our 
formula, he just succeeded in electing one director or just failed ; 
the products are 835 and 830. It is evident, therefore, that our 
formule are correct, for 835 is greater than 834, the number of 
shares we found would be required to elect all the directors. 
(Where a person seeks to elect all the directors it is evident that 
the number of shares he holds will be equal to the number of 
votes he can give to each candidate.) But 830 is less than 834 
and so formula 4 is also proved. 

The four formule above given presuppose that a corporation 
is divided into two hostile camps only and that all the capital 


* x here is equal to the smallest number of shares required to elect all the directors. 
®* Here x is equal to the smallest number of shares required tod elect one director. 
* x in this formula represents the largest amount of stock that would fail to 
elect even one director. 
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stock is being used, one part to accomplish a certain end and all 
the rest to defeat it. In practice, however, such a condition is 
not always found. Oftentimes a large part of the stock is held 
by investors who care to do nothing but draw dividends, Occa- 
sionally stockholders’ meetings are the battle grounds of more 
than two factions, who compete without compromise or alliance. 
A situation which often does arise in practice is this: M has a 
large block of shares in a certain corporation whose shares are 
listed and sold on the exchanges. By judicious buying and solic- 
iting of proxies it is entirely possible for any other person with 
a large enough capital to get control of another large block, the 
electing possibilities of which vary in proportion to its size as 
compared with the number of shares concentrated in M’s hands. 

A problem that suggests itself to the practical man, therefore, 
might be stated in this way. If M is known to have a certain 
number of shares in his control’ in a certain corporation (r 
shares), and if a large number of neutral and unallied shares are 
outstanding and procurable, how many will N have to get (y) 
of these independent shares to accomplish a given result, say, to 
elect ¢ out of the entire number of directors (b.) 

If M and N are the only competitors, the problem is very 
similar to the one first given, which produced the formula 


x= aXe 1 In our first problem a, the capitalization, is known 


and is important as constituting an element of the formula. 
In this new problem a is not given, nor is it important. In our 
first problem + represents the number of shares required to 
accomplish a given result and a — +, the opposition, represents 
all the other shares. Now, in the new problem y, the unknown 
quantity, (we have chosen y as the unknown quantity to 
prevent confusion with the unknown quantity in each of the four 
preceding formulz), added to r, the opposition, does not equal 
the entire capitalization. In fact, we assume that a — r (the 
amount of stock in M’s hands, subtracted from the entire capitali- 
zation) is an indefinitely large quantity available for N’s purpose. 
It appears, therefore, that two forces oppose each other, y and r, 

7 The number of shares held by any large capitalist is often difficult of ascer- 
tainment. Resort to the books of the company is usually useless, for financiers control 
a great deal more stock than the amount standing in their names. The only method 
of ascertainment is to find out by experience the component Baie of allied “ interests,” 
as e. g., the Morgan interests, the Ryan interests, and then if possible | it Rg am 
the number of shares held b each component part of this interest. See “‘ The Quar- 
terly Journal of Economics,” Vol. xxiii, p. 45. 
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and that these two forces can be looked upon as the only contend- 
ing forces, the other stock being either passive in the elections or 
too widely distributed to affect the result. The a of our original 
formula can therefore be replaced by y + r and the original 
formula if written y= nad X¢+1will have but one unknown quan- 
tity y. 

We are not writing for mathematicians who are trained to 
follow mathematical exposition. We are willing, therefore, to 
repeat for the sake of simplicity and clearness at the expense of 
space. Therefore, before proceeding to simplify this equation 
and to show the value of y let us rehearse the meaning of the 
various symbols. y is the number of shares (unknown and to 
be determined by the formula) N must procure or control to elect 
¢ (an arbitrary symbol that can be replaced by any number de- 
sired) out of b directors, when one person or group of persons, 
M, controls r shares (r must be known) and all the shares of the 
company other than ¢ are not closely held by any other person or 
faction. Simplify: 


_ +r) 
y Oe: xXe+1 


Multiply both sides of the equation by b + 1 
by + y=cy+er+b+1. 
Bring all the unknown quantities to the left hand side of the 
equation : 
by—cy + y>—er+b+41. 
y (6b—c+1)=>er+b+41. 
—ortb+t 


b-c+1 
The accuracy of this fifth formula may be tested as was the 


other four, by substituting figures for the symbols. If M owns 
3,000 shares of stock in a corporation whose charter provides for 
cumulative voting, and N desires to procure enough of the re- 
maining shares to elect 2 out of 6 directors, how many shares 
must he get? Here 3,000 = r, 2 = c, and 6 = b. Then, 


y= 2X3000+6+1_ 6007 _ ones 


6-2+1 5 
In this example M’s 3,000 shares would give him 18,000 votes, 
and N’s 1,201 shares would give him 7,206 votes. N, desiring to 
elect 2 directors, could cast 3,603 votes for each. If M sought to 


defeat N’s desire he would have to attempt to elect 5 out of the 
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6 directors, and he would cast one-fifth of his 18,000 votes for 
each of his five candidates, i. e., 3,600 votes. N would succeed. 
If N had one share less, 1,200 shares, he would be able to give 
3600 votes for each of his candidates, the same number that M 
could give to each of five, and N, therefore, would fail. Once 
more, Q. E. D. 

Taking the fifth equation as a basis, a second group of 
formule can be derived to correspond in a way to the first four. 
Thus, if it is desired to know how many shares N must procure to 
render M’s shares absolutely valueless, i. e., to elect all the di- 
rectors, N will seek to elect b out of b directors. Substitute b 
for c in the 5th equation: 


ye br+b+1 
“b-b4+1- 


y>br+odb+1. 

This equation is not practically correct,® for it will be found 
by reasoning not derivatively from the fifth formula, but directly 
from the facts as though this were an independent problem, that 
y = br + 1 is exact. If M concentrates all his shares on one 
candidate he can give him br votes. If N had br shares he would 
have, of course, b times as many votes, and if he distributed them 


among b candidates, he could give each arabe votes i. e., each 


of his candidates would tie M’s candidates. N, therefore, 
would need one more vote for each candidate, and this he would 
have if he had one more share, i. e., br + 1 shares. Therefore, 
to elect all the directors N must have br + 1 shares, i. e., 
(6) y = br + I. 

Though we have used no figures we have amply proven the 
correctness of this formula in the preceding paragraph. 

A very practical situation to be covered by a formula arises 
when under the system of cumulative voting, the active majority 
is so large and well organized that it is able to elect all the direc- 
tors, and an active minority interest, desiring representation on 
the board of directors by even one member, seeks to procure 
through purchase or proxies enough stock to accomplish this end. 


8. In arriving at our first formula, ms +1, we were compelled to reduce an 


inequality td am equation by adding oe smallest =-y possible. We “eS the 


tity 1, which gave us practically a crect result, but in deriving new 
om this first angen it may “het the the result obtained will be slightly ~~ 
for the reason t one is not, ¢ etically, the smallest known quantity. 


185 











The Journal of Accountancy. 


By substituting 1 for c in the fifth formula we find 


_r+b+t 
4 b-1+1 


r+b+1 
rw 


While this eqaution is correct from the standpoint that it is de- 
rived mathematically from another equation that has been demon- 
strated by example to be correct, it will be found that the equation 


r+> while giving practically the same result, is also correct, 


——= —___y 


and is therefore preferable because of its simplicity. It might 
be written: 


(7) yaete 

This equation could be derived independently as we derived 
the sixth equation. In order to leave something to the reader’s 
ingenuity we will this time leave the independent derivation of 
the formula to any of our readers who may care to try it, and 
will proceed at once to prove our result by applying the figures 
‘already used. 

i 

M has 18,000 votes, i. e., 3,000 for each of six candidates, all of 
whom must be elected to defeat N in his desire. But N can cast 
3,006 votes (5016), and by concentrating them on one candi- 
date, elect him. If he had one share less, he would fail, for his 
candidate with 3,000 votes (5006) would tie the six candidates 
of the majority. 

An eighth formula to be derived from the fifth will need some 
explanation before we can proceed with the purely mathematical 
“processes of deriving it. It must have occurred to any reader 
who has followed carefully thus far, that in the first four formulz 
«x, and in the next three y, each represents a number of shares 
productive of just enough votes to accomplish a desired result, 
the election of c out of b directors. In each case the faction 
opposed to the person holding x or y shares fails by the smallest 
margin to elect one director more than it is able to elect. In 
every case therefore the ¢ directors will receive less votes than 
the (b — c) directors—we mean that the particular directors 
elected by the party holding the x or y shares will each receive 
less than the candidates of the opposing party. Indeed so many 
votes less will they receive that if the (b — c) directors had a 








jooe + Og cor 


186 

















The Mathematics of Cumulative V oting. 


little over one vote each more, they could have another member 
of their party in office. In the example given to prove the fifth 
formula, for instance, M had 3,000 shares and N, we found, re- 
quired 1,201 to elect two directors. M, we showed, just failed to 
elect five directors, but he could give 4,500 votes to each of four 
directors while N could give only 3,603 to each of two directors. 
The result announced by the inspectors would be that M’s candi- 
dates are elected and N’s candidates also are elected. But sup- 
pose a third party with 601 shares had a candidate in the field on 
whom he bestowed all his votes? What would be the result? 
The inspectors would announce the election of candidates in the 
following order: First M’s four candidates with 4,500 votes each, 
then the dark horse with 3,606, and a tie for the fifth place be- 
tween N’s two candidates with 3,603 votes each. In this particu- 
lar example, then, while N would have carved out his salvation 
from M, his calculations would be upset by this new third faction ; 
let us call him the holder of z shares. 

How did we find this number 601, just enough to elect one 
director, when M has r shares and N has y shares. N has y shares 
—a quantity ascertained through formula (5) and hence no 
longer an unknown quantity. N, therefore, has by votes, which he 
distributes amongst c nominees so that each of his nominees re- 


ceives oy votes. (The reader is cautioned to pay particular at- 


tention right here to the distinction between votes and shares.) 
Now if the holder of z shares desires to defeat one of these nomi- 


, ’ ‘ b 
nees he must cast one more vote for his candidate, i. e., 2 +1. 


Having determined the number of votes required we can find the 
number of shares by dividing by b because 2b = ey + I,ie.: 
(8) a) +7 
c b 
By using the figures heretofore substituted for y, c and b, we 
will find that z = 601, which, as we have shown, would be suffi- 


cient to elect a “dark horse” to the exclusion of one of N’s 
candidates. 

Perhaps a few words more would not prolong this paper 
unduly: The practical value of these formule is doubtful. This 
applies to some, however, more than to others. While it is possi- 
ble that our imaginary case of M and N might arise, and that a 
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third person would know of the situation and know that N was 
resorting to this very fifth formula of ours to get the very least 
number of shares to accomplish his end and, moreover, take 
advantage of our eighth formula to defeat N’s ambition, the 
probability of the existence of just such a contingency is remote 
almost to the degree of impossibility. On the other hand while 
these formulz will seldom serve the end we designed them for— 
a purpose selected to make the explanation of their derivation 
simple—they may be of some real value in some other way. For 
instance, instead of x, y or z being unknown, it may be desired to 
find c. In other words when all the facts relating to the disposi- 
tion of the capital stock are known these formule may be used to 
calculate mathematically the number of directors it will be safe to 
try to elect. 

We will end by answering one more question that must have 
come into the mind of the reader as a result of what was said of 
the possibilities of the defeat of N’s project by the advent of a 
new factor seeking to elect one director. If r is known (i. e., 
the number of shares held by M) and N has calculated the num- 
ber of shares (y) he needs to elect c directors, what change must 
he make in the fifth formula to prevent his defeat by the holder 
of z shares. Evidently N must get more than y shares. He 
must in fact get so many shares that the third person will defeat 
one of M’s candidates instead of one of his own. N must cast 
more votes for each of his c candidates than M does for each of 
his b—c candidates. Now, how many will M cast for each of his 


(b—c) candidates? Answer, a If N desired to cast that many 


for each of c candidates he would require in the aggregate c times 


as many votes or ber votes. Votes are reduced to shares 


b-c 
—e . ber __ cr 
by dividing by b. We deduce therefore that with be-<) bx 


shares. N could give each candidate enough votes to tie the vote 
given to each of M’s candidates. To anticipate and prevent this 
tie N, therefore, would require one more share, i. e..— +1. Thus, 


N, in order to make his “ election and calling sure” as against 
not only M but as against the holder of z shares who is a third 
party with the modes’ ambition of electing but one director, 


would require re +1 shares, 
—¢ - 
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By Hersert G. STOCKWELL, C.P.A. 
(Concluded). 


Various THEORIES. 


I do not entirely agree with those of my brethren who think 
that we must remember that the accounts examined by us belong 
to our clients, and for that reason we must take the accounts as 
we find them, without insisting that they should be kept in any 
specified way, nor am I in accord with those who would assume 
to be dictators of accounting methods. 

The latter class of public accountants can dictate to only un- 
important concerns, and the former may have to yield their own 
opinion at times to those of the accounting officers of their clients. 

Should we not remember, as well, that we are called upon to 
certify to the correctness of balance sheets prepared for various 
purposes? All corporations listed in the stock exchange are re- 
quired to publish annual statements. It is quite common for such 
corporations to have these statements certified by public account- 
ants. While it is true that it is the accounts belonging to the 
corporation that we are examining, when we know that accuracy 
of the statement certified to by us does not alone effect our client, 
but further than that, it effects the public, to whom it is presented, 
we ought, in all conscience, to study the financial statement in 
all its parts, and as a whole, to determine whether, in our opinion 
(not in the opinion of the directors) the statement represents the 
true financial position of the corporation. It should be remem- 
bered that the public understands that it is our opinion which 
is expressed. 

While we have no authority to direct any client to charge a 
specified amount to operating expenses for depreciation, we do 
have the right to determine whether the failure to provide for 
depreciation shows its effect in the balance sheet. 

There are undoubtedly many different opinions regarding the 
treatment of depreciation. Those of the most intelligently ex- 
pressed with which I have come in contact, may be roughly di- 
vided into three classes: 

The first is represented by Professor Adams, who thinks that 


“A paper read at the Annual Meeting of the American Association of Public 
Accountants at Denver, October 20, 1909. Abridged by the author. 
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when carried to the final analysis, the question of the formial 
depreciation charges to operating expenses, is simply a question 
of what constitutes cost of operation, and the time when such cost 
shall be acknowledged in the accounts; and that, through the use 
of that asset in operation, there is created an item in the cost of 
operations which should be reflected in the accounts when the 
effect of such depletion takes place; and that a statement of net 
revenue made without including this element of cost in operating 
expenses, is an erroneous statement. 

The opposite view appears to be represented by Mr. Frederick 
A. Delano, president of the Wabash Railroad, who, in an inter- 
esting pamphlet on the “Application of Depreciation Charges in 
Railway Accounting,” thinks that there is practically no depreci- 
ation in a railroad, for the reason that a thorough overhauling of 
various parts of equipment is made periodically, at which time 
they are restored to a condition as good as new. He further 
argues that the appreciation of the value of the railroad, due to 
the opening up of new territory, and the gradual increase in busi- 
ness, on the average, is more than the depreciation, and points 
out that the present capitalization of the American railroads on 
a mileage basis, after deducting the stocks and bonds of one cor- 
poration owned by another so as to avoid duplication of figures, 
is shown by the most recent investigation of the Interstate Com- 
merce Commission to ‘be only slightly more to-day than it was 
twenty or thirty years ago, which, according to his view, is evi- 
dence that many railroads have charged many betterments and 
improvements either to operating expenses or income account. He 
further argues very strongly for the necessity of flexibility, and 
that the directors of each corporation are the best judges of when 
they may make depreciation charges. He says that: “Practically, 
corporations, whether they be mercantile, manufacturing or rail- 
road, are subject to very wide fluctuations in their receipts, and 
are frequently compelled to cut the coat according to the cloth.” 
Again, he urges, that including depreciation charges in the operat- 
ing expenses is in reality including in the actual expenses a ficti- 
cious charge, and refers to it as expenditures in the operating 
expenses which have not actually been made and are regarded as 
“padding” accounts. He quotes in his pamphlet from a circular 
issued by the American Railway Association, a summary of a re- 
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port of a special committee of the association containing the 
consensus of views of railroad officials on the question of depre- 
ciation. Paragraph No. 12, headed “ A Practical Solution,” is. 
as follows: 

“There has been no better argument on the whole subject than 
that contained in Comptroller Hahl’s paper of October 7, 1907, 
from which the following paragraph is quoted: ‘Appreciating, 
therefore, all the difficulties and cost which the keeping of equip- 
ment. accounts as contemplated by the commission will impose 
upon the railways, without any practical compensation therefor, 
the writer expresses the hope that the commission will amend its 
rules by omitting altogether the provision for depreciation, and 
amend the provision for renewal to represent the current cost of 
replacing all equipment vacated. This change will furnish the 
commission with reliable data about the depreciation which has 
been carried into the operating expenses of the railway and en- 
able it to order adjustments suitable to each case if any such 
should be necessary.’ ” 

The third view is advanced by Daniel Royes, assistant editor- 
in-chief of the Railway Age, in an article appearing in the April 
25, 1908, copy under the title “Depreciation Electric Railway Ac- 
counting.” He recognizes that there is a depreciation, which he 
describes as follows: 

“Depreciation is that deterioration of the physical. property 
which is not made good by current repairs.” He further states: 
“The depreciation of equipment which ultimately results in the 
need for renewals is an accrued liability, and should have a place 
in the balance sheet. This being true, the corresponding debits 
should appear somewhere in the accounts.” 

He thinks, however, that they should be made to income and 
not to operating expenses, for the reason that depreciation is not 
an expense, because it may not involve the payment of money, 
and second, because depreciation goes on independent of opera- 
tion. Especially is the latter true of that class of depreciation 
caused by advancement of the arts, sometimes designated as that 
due to obsolescence or supersession. It seems that his idea is to 
have set aside a portion of the income to a depreciation reserve 
account: 


“This need not curtail the payment of dividends, but if divi- 
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dends are paid, these entries will perform the important function 
of showing the stockholder that his dividends have come out of 
capital and not out of profits, and show the bondholder that his 
security is being impaired.” 

Summing up the foregoing theories, it would seem that all 
agree that there is a depreciation in theory; some deem it as an 
actual operating expense; others regard it as a matter not 
to be taken into the operating account, for the reason that the 
depreciation, as applied to railroads, is offset by appreciation; 
and others, that depreciation is not an operating expense, but it 
| should be, without doubt, deducted from the income account. 








Among public accountants, various views regarding treat- 

ment of these accounts have been expressed, and the published 

. reports of corporations audited by them, show that the account- 
} ants in each individual case, endeavored to do the best they 
could under the circumstances in which they found themselves in 
making an examination. Coming into close contact, as they do, 
with the management of the large public service and manufactur- 
| ing corporations, they are necessarily more or less inclined to- 
| wards making the best of the situation as they find it, without 
suggesting any radical changes. So long as they are certain that 
the statement of financial condition is honest, they do not feel 
inclined to raise objections to the method by which the statement 
is produced. Furthermore, there is and must be, from a con- 
sideration of the human qualities involved, a natural sympathy 
between the management and the auditor. This relation, of 
course, does not effect the auditor’s honest judgment if he finds 
himself at variance with the management of a corporation, but 
unconsciously he finds himself in somewhat the same position as 
the lawyer does towards his clients when they are subject to at- 
tack or criticism from outside sources. This is particularly no- 
ticeable between the railroad auditors and the Interstate Com- 
merce Commission regarding the method of keeping the accounts, 
and the various questions which arise calling for interpretation by 
the commission. Many of these questions have been previously 
submitted by the railroad officials to the accountants, and others 
come to their notice first in published statements of the differ- 
ences between the commission and the railways affected. The 
public accountant finds it difficult to occupy a perfectly impartial 
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position in his effort to analyze and solve the difficulties of the 
situation. If he has been employed for several years by a corpora- 
tion whose accounts have been under his supervision, it may 
easily be the case that his supervision has not been quite as au- 
thoritative as he would like, and the accounts are not kept in 
just the way he would recommend, still, on the whole, his exam- 
inations are thorough and establish a belief in the honesty of the 
management, and a conviction that the officials of the corporation 
know their particular business better than an outsider can; thus 
his sympathy is most naturally inclined toward the view of the 
practical situation as expressed by his clients in their argument 
with the commerce commission. Furthermore, there are many 
questions of accounts subject to two or more perfectly honest, 
but widely different opinions. Perhaps none is so noticeable, in 
the operating accounts of common carriers as that arising from 
the orders of the commission regarding the subject of “repairs and 
renewals.” From the orders of the commission, it will be seen that 
it is intended that all repairs to locomotives, for example, whether 
large or small, whether costing but a few cents or many dollars, 
are to be charged in the operating expenses under the head of 
“repairs to locomotives.” Some public accountants differ widely 
from this view, claiming that while ordinary, meaning, of course, 
small and inexpensive repairs, are proper operating expenses, 
renewals of important parts of the locomotives should not be 
charged to operating expenses, because they tend to increase the 
usefulness of the locomotive and prolong the period in which 
it may be retained in service. Their view is that these renewals 
should be charged against the depreciation accumulation, and 
not against operating expenses. 

Some of those who have criticised the Interstate Commerce 
Commission’s order have urged that any arbitrary amount 
charged off monthly would probably produce reserves within any 
given time within the contemplation of those estimating the life 
of the machine, greater than the total value of the machine. In 
other words, the reserve finally will be greater than the value of 
the plant. It is not contemplated by the commissioners, as I 
understand it, that a certain fixed amount once calculated must 
be adhered to. If any amount of depreciation charged off peri- 
odically proves too large, a reduction in the amount can, and 
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should be made in order that the actual depreciation will fit, as 
nearly as human judgment can make it fit, with the actual phys- 
ical wearing out of the machine. The president of one of the 
railroads says that after the first ten years there is practically no 
depreciation in the equipment, as it is maintained through re- 
pairs. Conceding that this is true, then the annual amount of 
depreciation would be slight, but it is inevitable that it is some- 
thing, for the reason that sooner or later, each article of equip- 
ment is replaced by others. 

Furthermore, it is argued that depreciation charges in operat- 
ing expenses would be too high if based upon the estimated life 
regardless of renewals for the reason that renewals would tend 
to prolong the life of the equipment beyond the originally esti- 
mated life on which depreciation was calculated. The difficulty 
of the situation is to determine where to draw the line between 
ordinary repairs which would be charged to operating and re- 
pairs of such a nature as would properly be chargeable, not to 
operating, but to the depreciation accumulation. The account- 
ants who urge a separation of such charges see the difficulty, but 
think it would not be greater than the difficulty experienced in 
separating other items into various classifications of expense. 

As I view this subject, the argument of the accountant is not 
sound from an accountant’s standpoint. I think I would find 
great difficulty if I were obliged to determine just what repairs 
would prolong the life of the locomotive, and just what would 
not. It seems to me that any repairs, however small, would have 
a tendency to increase the efficiency and prolong the length of 
time during which the locomotive could be operated. The re- 
placing of a screw or a bolt, or a nail or a key, or painting of 
the exposed iron or steel would tend to prolong the life of the 
locomotive just as much in principle, though less in amount, as 
would the replacement of a crank shaft. The only difference, 
as I see it, is in the dollars and cents involved; and in order to 
draw a definite line somewhere, someone would have to deter- 
mine that repairs up to a certain amount in dollars and cents 
would arbitrarily constitute ordinary repairs, and repairs amount- 
ing to more than the fixed amount would constitute renewals, 
and, according to this accountant’s theory, be properly charge- 
able to depreciation fund. Of course the commission has been 
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confronted with the necessity of fixing some arbitrary rule, which 
may appear harsh in itself, in order that the flexibility in repairs 
and renewals desired by railroad managers may be eliminated. 

If each road is allowed to charge equipment purchased to 
operating, or to capital, as they please, when they feel that they 
can afford to do it, the flexibility of the account would defeat the 
very purpose of the commission, which is to obtain accurate, re- 
liable and uniform statements. Now that all repairs, whether 
great or small, must be charged to repair account, it is very evi- 
dent that the statement of the railroads will show whether or 
not they are kept in proper repair. The commission thinks that 
this information can best be obtained by taking away from the 
railroad management, the difficulty of deciding whether certain 
repairs should be charged to operating and others to betterment 
or some other account. 

The position of the commission is designed to show wide dis- 
crepancies in operating expenses of different roads, if they exist. 
For this purpose “ flexibility ” must be taker out of the problem 
arbitrarily, unless some one can devise a method by which rail- 
road accountants can draw a line between ordinary repairs, and 
those tending to prolong the life of equipment. 


RAILROAD REPORTS. 


An examination of the published reports of twenty-two of 
the largest railways, shows a very wide difference in the treat- 
ment of “depreciation, renewal and replacement accounts” in 
the balance sheets. It is probable that after the railroads have 
had time to conform to the requirements of the Interstate Com- 
merce Commission that these accounts will be stated more uni- 
formally. At the present time, however, they have not fallen into 
any regular method. A detailed examination of the accounts of 
several of these roads in which no depreciation appears would 
probably show that depreciation is provided for in some indirect 
way, the result of which is not produced in the balance sheet. 


STREET RAILWAY REPORTS. 


An examination of the published reports of ten large street 
railways shows that there is less uniformity observed in this class 
of railways regarding depreciation than in steam railroads. Stu- 
dents of depreciation would obtain valuable information in the 
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careful inspection of the reports of both street and steam rail- 
roads. Limited space prevents the insertion here of abstracts of 


these reports. 


MANUFACTURING CORPORATIONS. 


Thirty-two of the reports of the largest manufacturing cor- 
porations were examined. In a number of these reports in which 
no depreciation reserve appears, the president states that renewals 
and replacements, as has been the custom, have been charged to 
operating expenses. In other reports the auditors call attention 
to the fact that no provision has been made for depreciation, and 
in several cases they refer to the fact that the directors believe 
that no depreciation provision is necessary, as the plant has been 
properly maintained. The auditors, in making these statements, 
do not give their own opinion regarding the question of whether 
depreciation should have been provided for, but merely state the 
opinion of the directors. This was undoubtedly the best they 
could do with the situation, as they found it. 

It was seen that there is absolutely no uniformity regard- 
ing the accounts of large manufacturing corporations, but that 
the proportion of reserve to capital in the reports seen is larger 
than that of the steam roads. It was noted that a larger pro- 
portion of roads show some depreciation than do manufacturing 
corporations. This is undoubtedly due to the order of the Inter- 
state Commerce Commission, which will in due time cause the 
showing of reserves in the reports of all common carriers. 

It will further be noted that the attempts by commissioners to 
construct uniform accounts, have not been productive of uniform 
results. A comparison of depreciation and replacement accounts 
as prescribed by the Interstate Commerce Commission, with the 
accounts framed by the New York Commission and the Wiscon- 
sin Commission, is interesting. 

The various names meaning the same thing used by these three 
commissions, shows that it is high time some effort be 
made to establish, if possible, a definite meaning for names of 
accounts. Fortunately, the different terms used by the vari- 
ous commissions will not create as much confusion as at first 
sight would appear, for the reason that the Interstate Commerce 
Commission’s orders are applicable only to common carriers. 
While these include electric railways doing an interstate business, 
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the commission has directed that the orders of the state railway 
commissions with regard to depreciation in electric railways 
should be accepted as controlling orders, rather than those of the 
Interstate Commerce Commission. 


RESERVES INVESTED. 

Regarding the showing of reserve investments on the asset 
side of a balance sheet, I do not find myself in harmony with 
those accountants who would urge upon corporations the neces- 
sity or even desirability of investing its reserves in outside securi- 
ties. I am not now discussing the sinking fund investments, prop- 
erly so called. No argument can be directed against the invest- 
ment of annual installments made under the requirements of a 
mortgage contract. But a sinking fund reserve and its invest- 
ment are not matters or accounts coming within the scope of 
this paper. I am now referring to the investment in outside se- 
curities of the amount set aside out of the profits of a corpora- 
tion as reserves for depreciation, renewal and replacements. 

I see no reason for the investment of such amounts in any 
thing other than the assets or working capital of the plant. It 
is a matter of common knowledge that the net income from safe 
investments is lower than the amount of what ought to be earned 
by a corporation in its own business. To say that a corporation 
should take money out of its business and invest it in securities 
producing a lower rate of income than is earned by that cor- 
poration is, to my mind, a mistaken notion, and carrying the re- 
serve idea further than necessary. 

Some argue that a reserve for depreciation becomes a lia- 
bility which must be met, and that the only safe way to insure 
the meeting of the liability is to invest the amount thereof in 
some standard security. Perhaps this would be true if there was, 
in truth, any such liability, but where does the liability arise, when 
does it mature, and to whom is the corporation liable for its re- 
serves? If the reserves are anything other than a portion of the 
profits of the corporation, stamped and set out in accounts, I 
am not looking at the matter correctly. 

To charge a stipulated amount to the operating expenses as 
depreciation does not cause the corporation to lose any money, 
nor does it create a liability on the part of the corporation to any- 
one for anything. So far as the effect on the liabilities is con- 
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cerned the transfer might just as well be from “Surplus Ac- 
count” to an account called “Surplus Account No. 2,” it being 
understood that the No. 2 account constitutes a safeguard against 
an over-valuation of the plant until it is entirely wound up. The 
splitting up of the amount so transferred producing charges to 
various operating expense accounts, does not change the char- 
acter of the credited account provided, of course, that the inten- 
tion is the same in both cases. 

Any investment of depreciation reserve would ordinarily be 
made from cash in hand. The particular cash invested may, or 
may not be a part of the profits earned, but it can rarely be so 
ear-marked that it can be identified as such. There seems to be 
no natural relation between the reserved profits and the invest- 
ments of cash in securities. 

If the profits of a corporation are large, and cash accumu- 
lates above the amount necessary for working capital, the man- 
agement would naturally increase the size of the plant and en- 
large the output. If the plant is as large as can be profitably 
managed, then the accumulated cash shows that too much cap- 
ital is retained in the business and withheld from the sharehold- 
ers. Practically, however, few manufacturing corporations are 
operated without the use of borrowed capital, in some one or 
more of its various forms, so that investments of reserves either 
increase the necessity of borrowing money or prevent the reduc- 
tion of the amount already borrowed. 

If this is true as a general proposition, and can be coupled 
to the other proposition that safe outside investments produce 
smaller returns than can be earned by the corporation, it would 
seem to follow that such investments would usually constitute 
poor business management. There may be special cases in which 
such investments are wise, but such would, as I view the matter, 
amount to exceptions of not sufficiently frequent occurrence to 
call for altering a rule applicable generally. 


PRACTICAL DIFFICULTIES. 


Among manufacturers there is, so far as I have been able to 
learn, no uniform practice regarding depreciation charges. The 
subject has been discussed by a number of associations of manu- 
facturers, but I have not been able to ascertain that the members 
of any association have agreed to adopt any uniform practice. 
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By far the greater proportion of manufacturers do not con- 
sider the subject at all seriously. Others have in their minds 
that if any depreciation charges are made at all, the amount should 
be 10 per cent. You hear this from iron and steel, wood and 
lumber men indiscriminately. The idea of 10 per cent. as a de- 
preciation charge seems to have taken hold of the manufacturer’s 
mind in very much the same way as the foundryman’s rule that 
10 per cent. of the weight of pig goes up the chimney. 

In speaking of the omission on the part of a client to show 
depreciation on his books, I have been more than once met 
with the remark: “I know, you want me to charge off 10 per 
cent. per year.” 

Writers on the subject of factory cost have attempted to set 
up tables of average depreciation of different kinds of buildings 
and machinery, but very few attempt to give figures except with a 
wide range, and the reason for it is that no general rate of depre- 
ciation will apply to any class of corporations. The subject has 
been considered more or less seriously by several of the larger 
associations of manufacturers and papers have been read and 
discussed. 

While there are many associations of manufacturers, most of 
these are for trade purposes, and but few of them have organi- 
zations of such a nature that the subject of depreciation could 
come before them. 

One of the difficulties of the general situation is the lack of 
harmony among those in control of the various public service and 
manufacturing corporations regarding the desirability of com- 
parative figures. Those who would favor a comparison of their 
operating results with those of others are generally in such a 
position that a comparison would result in showing a favor- 
able condition. Managers whose plants are not doing well 
would not favor a comparison of their results with the results 
of the more successful competitors. This is but an exhibi- 
tion of human nature yet it presents difficulties to the adoption 
of any uniform plan, because the larger portion of those by whom 
the plan must be honestly used to be effective would probably 
prefer not to be put in a position in which their weakness in 
operation would, by comparison, be disclosed. 

It seems to me impossible to avoid the conclusion that no gen- 
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eral rule for depreciation can be formed so that it will be appli- 
cable to all kinds of industries. Even in any one particular line, 
the conditions under which plants in different sections of the 
country are operated vary so that, while it is possible to obtain 
a rough average length of life of the machinery used in that 
particular line, the average will not constitute a proper basis for 
guidance in any one of the plants included in the figures produc- 
ing the average. The various climatic conditions in some por- 
tions of the country cause much more rapid rusting of metals 
over that of others; the extremes of heat and cold, and the vari- 
ations of humidity, produce different effects upon machinery to 
a remarkable extent. 


While from a statistical standpoint it would be interesting to 
know the average depreciation in machinery in any particular 
line, it would not be of any practical use, for the reason that the 
proper depreciation in each particular plant would necessarily be 
either above or below the average. If any arbitrary average fig- 
ure would be adopted by one of the plants whose figures pro- 
duced the average, the result in the operating expesnes would be 
to show false conditions; then again, machinery of the same kind 
built by different manufacturers, used with as nearly the same de- 
gree of care as possible, will vary in life. Furthermore, one of 
the most important things affecting the operation of the factory 
is the personal equation of the management. Very few people 
take this into sufficiently serious account. The management in 
one factory may give close personal attention to the condition 
of the plant, watch the operation carefully and have competent 
assistance to study the conditions under which the machinery is 
operated, and see that it is carefully handled. In another plant 
the management may give little thought to such things, and their 
simple demand may be that goods be produced, without regard 
to the effect upon the plant. 


I think it can be confidently asserted that there are no two 
manufacturing plants in this country in which the management 
is sufficiently identical in character, ability and temperament 
that a depreciation charge in the same amount, or on the same 
percentage basis, could be correctly used in both. This being 
true, how useless it is to attempt to form averages for the life 
of machines in all plants, even in the same lines of business. 
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It seems to me that the only way that the annual amount of 
depreciation can be determined is by a study of each individual 
plant, and the application of the figures representing the depreci- 
ation to that individual plant and no other. To say that it is 
absolutely impossible to figure depreciation in advance is true. 
This is a statement that comes under a general proposition that 
the actual value of no asset can be determined until it is con- 
verted into cash. Some one will say that the market value of 
stocks and bonds are fixed and can be determined, but anyone 
who will take the trouble to inquire of a banker will learn that 
an effort to sell any considerable amount of stocks and bonds at 
the quoted figure will immediately produce a change in the quo- 
tations. Any statement of values of property, real or personal, 
prior to being converted into cash is, and must be, estimated pure 
and simple. It is nothing but the expression of the opinion of 
the man making the estimate that, taking all things into consid- 
eration, the asset value is equal in amount of the cash at which 
it is appraised. If the appraisement is made of a going concern, 
the idea is not that it would bring, if put on the market to-mor- 
row, the particular sum appraised, but that it ought to bring to- 
day, the figure at which it is appraised, provided conditions for 
the disposal of the plant are favorable. Unless the plant has 
shown great earning power, it is hardly likely that buyers would 
pay the full cost of the plant as shown on the books, even though 
a reasonable amount of depreciation has been taken into consid- 
eration. If the earnings have been no more than ordinary, it is 
more than likely that a sacrifice would have to be made by the 
owners in disposing of the plant, so that any statement of the 
condition of the plant, whether made from the books with due 
consideration to depreciation or whether made from an actual 
appraisal, is simply an expression of the opinion of the party 
making the statement. 

If that estimate is actually entered into and made in a way 
calculated to show the result of good business discretion, that is 
all the directors of a corporation need do so far as the law is 
concerned: and if they do that, what more need they do to fulfill 
all requirements of business calculations? No man can foresee 
the future, but if he relies upon that as a complete answer to his 
neglect to make some attempt to provide for the future, he will 
surely find himself in a position to be criticised. 
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In no manufacturing plant of any consequence would it 
be considered a part of wisdom to neglect to take an ac- 
count of stock of supplies, raw materials, manufactured and 
partly manufactured goods, at least once a year. What- 
ever the books may show, the actual test is considered nec- 
essary, in order that the various assets may be found intact. 
How carefully the cashier of a corporation balances his 
cash! He is not satisfied to glance at the balance shown 
by the cash book. He must verify the fact that the actual cash 
is on hand or in bank. How many cashiers will remain at the 
office after hours, searching for a few cents’ difference in the 
cash. The book value is not satisfying to them. The actual 
amount of cash must be counted, and must correspond with the 
book value. If any overs or shorts exist, the book value will be 
adjusted, if the error cannot be located. The same thing is true 
of stocks of merchandise, materials, etc. If the goods are not 
there upon actual count, and the discrepancy cannot be located, 
the book values will be adjusted to correspond. 


Of course some one will say at once that this principle 
has no application whatever to plant values, for the reason that 
cash and merchandise are more easily stolen, lost or misplaced, 
and that greater care must be taken of such things. This is un- 
doubtedly true of the larger machines, but it is not true of small 
tools, many of which. are worth the stealing. 


It has always struck me as somewhat curious that a high- 
priced cashier will search for hours for a five-cent nickel when 
a two-dollar nickel in the form of a tool may not be counted at 
all, except in a lump sum way at the end of the year. 

But besides the question of the actual loss of the article itself, 
the values of the stocks are carefully scrutinized, and the book 
values adjusted thereto, and the stock book of raw materials and 
manufactured articles is carefully examined periodically and the 
book records adjusted. This principle extends to the value of 
custoi ers’ accounts. Few up-to-date corporations would issue a 
statement showing the aggregate of the accounts receivable to be 
worth face value, without any allowance for actual, possible or 
probable doubtful accounts. 


The president of a corporation would not be satisfied that the 
stock on hand and book accounts, are carried at a proper value 
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if that value shown is the original cost. It seems to me that 
the plant values should no more be carried at cost without due 
allowance for depreciation than the value of any other asset, un- 
less the cost represents the value at the time the statement is made. 

The directors of a corporation having a million dollars in- 
vested in the plant should, as I view it, keep a strict account 
of the various items making up that plant, a record of the exact 
location of the articles, the date when purchased and the amount 
of estimated depreciation thereon. I can see no reason why just 
as much care should not be taken of the various buildings and 
machines, tools, etc., as is taken in the articles making up the 
book accounts, cash and stock. If this is conceded, it seems to 
point to the only sound way of obtaining the annual depreciation 
charge. 

According to my view, a card record should be made of each 
and every article of value in a plant, showing the date when pur- 
chased, the cost, amount of repairs, and estimated annual depre- 
ciation. It is not possible to lay down a general rule as to the 
extent to which this principle should be carried out in detail. In 
some plants it will be found to be practicable to group items to- 
gether of a similar nature, and having practically the same 
amount of depreciation. In others it will be found practicable to 
carry it out as far as showing each and every line of shafting, 
pulley and belts thereon, and all small tools. I suppose the idea 
will immediately occur to the minds of some accountants that 
if applied, this principle would call for thousands of cards in the 
office. What if it does! Each one of these cards will represent a 
value of from several dollars to several thousand dollars, and 
should be just as carefully accounted for, in my opinion, as the 
nickel in the cashier’s box, or the brass, steel, wool, or wood in 
the storekeeper's bin or rack. 

A plant ledger in which accounts would be kept, showing the 
aggregate of the items composing the plant in various groups or 
departments would enable the annual depreciation charge to be 
shown in sub-divided summaries, which, added together, would 
produce: 

(a) The aggregate value of the plant as shown on the books. 

(b) The aggregate amount of repairs made. 

(c) The aggregate amount of the annual depreciation. 


203 





The Journal of Accountancy. 


and the total of all these to any particular date. The figures for 
these items cannot be obtained from the experience of any other 
plant than the one in which the calculation is made. No aver- 
ages made up of figures for the same line of industry will be 
accurate. These figures must be thought out and adopted by the 
officers of each individual corporation for its own plant. While 
a comparison of all in the same line will be useful in ascertain- 
ing whether the individual plant under operation is charging 
off more or less than the average, that is the extent to which the 
average figures will be useful; and these average figures will 
not be of any value unless the figures producing the average are 
made up from plants existing under similar conditions. 

In order that the estimates may be verified, frequent detailed 
appraisements of all the plant items should be made. It would 
be difficult to say just how often the appraisement should be 
made. In some plants five years will be often enough. In others, 
more frequent physical tests by means of appraisement will be 
necessary. 


ACCOUNTANTS SHOULD Stupy VALUES. 


The public accountants should make the appraisements and 
fix the rate of depreciation charges, with such assistance as is 
needed from experts in values. As a rule, public accountants 
have not entered into a study of values of assets. They have 
considered in the past that their province was confined to the 
books. To those who have made an effort to compare the actual 
assets with the book accounts, comes much more interest in the 
preparation of a balance sheet. A public accountant who can 
picture in his mind, approximately, the size of a plant and kind 
of machinery used, the various kinds of raw material and sup- 
plies probably carried in stock, is a long way ahead of the man 
who can see nothing beyond the sheet of paper in his hand. 

Of course it is quite natural for us to feel that the physical 
examination or inspection of properties for the purpose of fixing 
values is more the duty of the engineer or expert appraiser than 
it is of a public accountant. That is true to a certain extent to- 
day, but not so true as it was years ago, when a public account- 
ant occupied a position of much less importance in the business 
and banking world. 

The business of investigating enterprises for investment, re- 
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organization or combination purposes is increasing, and is largely 
entrusted to us. If we are able to report on the values of the 
various assets, our opinion is worth much more than if our re- 
port is confined to a mere book examination. An examination 
of the books and an inspection of the plant at the same time 
should in every such case, in my opinion, be conducted by the 
public accountant. Without doubt he will be obliged to obtain 
assistance from specially trained experts in various lines of ope- 
rating industry, but the assistance thus obtained should be in the 
nature of a consultation regarding special matters. The detail of 
the examination should be made by the public accountant, and 
the special expert as needed, should be employed by the account- 
ant, so that for the time being he becomes part of the accountant’s 
staff. 

Accountants can be trained to value property, and when so 
trained their services as accountants become much more valu- 
able for the reason that while examining book accounts, they 
know what the thing forming the object of the account looks 
like. If they are called upon to inspect a balance sheet, they will 
look, not only at the paper in their hands, but more, they will 
look through the blank wall of the paper to the assets represented 
in accounts on the balance sheet. If any of the accounts are 
radically out of proportion with the others, such an accountant 
would detect the discrepancy much more quickly than would the 
mere book expert. 

I urge the study by public accountants of values for several 
reasons, not the least of which is the increased demand upon 
their services by corporation officials who will try to solve the 
depreciation problems now coming to them in an insistant way. 

Another reason is that there is no class of men who can be 
relied upon to appraise all properties and fix depreciation on 
every kind of machinery. Special experts exist in many lines of 
industry, but no body, group, class or association of men are 
available for the study and determination of depreciation of all 
classes of machinery. Public accountants may as easily develop 
into general experts of values as any other class of men, and in 
such cases as call for special experts, accountants can employ 
them to better advantage than can the clients of the accountant. 

The time spent by public accountants in training themselves 
to exercise judgment as to values will be well spent. It is very 
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interesting when made in connection with the examination of the 
accounts representing the assets. 

When the amount of estimated depreciation is determined, 
then the charge on the books should, in my opinion, be made to 
the proper operating expense account, the credit being to an ac- 
count called “Depreciation Reserve,” or some similar name. That 
depreciation is a cost of operating seems clear, for the reason 
that a plant operated for any definite period and sold, would bring 
less money than it cost. I am speaking now of the plant assets 
as such. The questions of good-will and increase of value of 
real estate are not to be considered in the comparative value at 
the beginning and ending of the period of the cold assets com- 
prising the plant. 

In other words, it is beyond ordinary imagination that 
buildings and machinery, after use for any period, will real- 
ize as much as paid for them. The use of the assets has 
caused a depreciation, even if idle part of the time. It must fol- 
low that to the cost of production of the goods must be added the 
shrinkage in value of the buildings and machinery, in any state- 
ment of the result of the wind-up of the plant. 

Whether or not the annual depreciation can be charged off 
in twelve equal monthly installments depends entirely upon the 
character of the business. In some lines of manufacture, heavy 
depreciation will undoubtedly take place in certain months of the 
year. In some plants undoubtedly, depreciation will go on to a 
greater extent when the plants are idle or partly idle than when 
running to full capacity, while in other plants one month’s ope- 
ration is very similar to another, and it will be possible to estab- 
lish an equal monthly rate. After the aggregate of the estimated 
depreciation for one year is ascertained, it then would become a 
matter of dividing the charge into such sub-periods as found 
most useful in showing exact results. 

There are many classes of business in which it is not 
practicable to show a monthly or even a quarterly profit 
and loss account, and it would seem to be unwise to attempt 
a matter of bookkeeping which would produce no accurate 
or valuable information to the management. Of course, in 
some lines of industries, particularly those engaged in large 
contracts, such as ship building, or construction of factory 
and office buildings, where one or two large contracts of that 
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nature compose the principal activity in which the corporation is 
engaged, there would seem to be no natural closing period; but 
the general experience of business men calls for at least one an- 
nual balancing and settling up of all accounts of all corporations. 

Now as to renewals and replacements ; what are these but re- 
pairs on larger scales? The old time test to distinguish between 
repairs and renewals is “the tendency to ,rolong life.” 

The difficulty experienced in drawing a line between those 
repairs which do not tend to prolong the life of the machine, and 
those which do, shows that the distinction is not real. All ex- 
penses for repairs, as I view it, constitute part of the cost of the 
use of the plant. If this is true, why not charge all repairs, re- 
newals and replacements to operating expenses when and as the 
wearing out occurs. The theory of a regular depreciation charge 
is that by this means the depreciation is charged to operating ex- 
pense when the actual depreciation takes place, without waiting 
until the new equipment is purchased. Why not apply the same 
principle to repairs and renewals and charge to operating expense, 
an amount in periodical installments sufficient to cover such 
expenses. 

Why not have the depreciation charge include a consideration 
and estimate of all repairs, whether large or small? The period- 
ical charge to operation would be credited to reserve accounts; 
and the repairs, large or small, including renewals and replace- 
ments when made, would be covered by and charged against the 
accumulated reserve. 

Whatever the accounts are named, why is there needed any 
other than one charge and one credit during each period 
(monthly, quarterly, semi-annually or annually, according to the 
period suitable for the particular kind of operation), to contain 
all there is of estimate in the plant assets? 

The estimate of future repairs would be much more accurate 
than the estimate on depreciation, when it is remembered that the 
amount expended for repairs for a number of years can be readily 
ascertained from past records. 

By just such methods are the estimates on bad debts ascer- 
tained. Speaking of bad debts, why should not repairs be con- 
sidered in the nature of deductions from assets in much the same 
way as are bad and doubtful debts. We set aside from the profit 
a certain amount as a reserve against bad and doubtful debts. 
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This sum is set aside because we fear that the accounts receivable 
may not be collected at their face value. Why should not esti- 
mated repairs to plant be just as sound a deduction (or reserve), 
against plant value, as a reserve for bad debts? 

Isn’t it just as easy to estimate on repairs as it is on deprecia- 
tion? It seems clear that they are closely related. 

Any kind of repairs, whether consisting of the renewal of a 
bolt in a pulley, or of a new cylinder in an engine, decreases depre- 
ciation of plant. Failure to make repairs, whether costing one 
cent or many dollars, increases depreciation. They why not 
include the arbitrary or estimated charges in one item and charge 
all of the actual expenditures for these items to the reserve for 
which such expenses were accumulated ? 

It seems to be the present practice for corporations to state 
the plant assets at cost, whether this cost consists of cash or stocks 
or bonds issued. The general term appears under the name of 
“Cost of Property.” If the assets are shown at cost or supposed 
cost, with reserves of all kinds appearing on the other side of the 
balance sheet, why should not the principle of cost be carried out 
when new equipment happens to cost more than the old equipment 
replaced. 

If money is taken out of the earnings and put in the plant, why 
should the charge to plant be held up unless it can be shown that 
the capacity of the plant has been increased? 

There may be some question of good or bad judgment in the 
purchase of more costly equipment, but so far as the bookkeeping 
goes, the money is expended, and for a plant expense. Why 
should it not be charged to an account representing the total cost 
of equipment to date? When the old equipment is taken away 
and the equipment account credited ,at that moment, the account 
shows the cost of the equipment in the plant. The new equipment 
is installed and the cash paid and charged to the equipment ac- 
count which again represents the cost of equipment in hand to 
date. Are such accounts as “ Betterments ” and “ Improvements” 
needed if we adhere to the cost and reserve method of stating the 
plant assets? 

Unless the plant accounts are to be frequently adjusted by 
appraisements so that they will at any time represent the then 
appraised value of the plant, the less change made in these plant 
accounts the better for a clear understanding of the balance sheet. 
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If a plant cost $1,000,000.00 twenty years ago, and part of the 
equipment is renewed at 20% advance in cost over the cost when 
purchased, I see no good reason why the extra cost should be 
charged to operating expenses, either directly, or through the 
indirect or postponed means of such accounts as “ Betterments.” 

In what I have said it must not be inferred that I criticise the 
orders of the commissioners. These orders constitute the law for 
common carriers and must be obeyed. As public accountants we 
must endeavor to understand them thoroughly and help our clients 
in carrying them out on their books. But, as I have shown, there 
are no laws requiring such accounts as form the subject of this 
paper to be kept by manufacturing and many other corporations. 
Few, indeed, are the corporations whose accounts have, for the 
time being at least, been framed for them by law, as compared 
with the vast number which may keep their accounts in almost 
any way. Let us bring all of our intelligence to bear on a patient 
examination of the subject, to the end that we may be ready with 
sound and simple recommendations. 

Perhaps one of the most important things which should 
operate to urge our earnest study of the problems raised by this 
subject, is the thought that the Interstate Commerce Commission, 
in forming its rules for the keeping of accounts, if it had con- 
sulted with public accountants, would have found considerable 
difference of opinion among accountants of even wide experience 
and seasoned judgment. 

However roughly the analysis has been made, it seems to me 
that I have summed up, in a way, each of the general divisions 
of the subject, looking at it from a broad and general point of 
view. These, it will be remembered, I have referred to as: 

The Legal Requirements. 
Various Theories. 
Practical Difficulties. 

I have also referred, in various parts of this paper, to the 
more restricted sense of our subject, which might be confined to 
the actual accounts on the books. Let me see if I can sum up, 
in a more concrete way what I have said in various places regard- 
ing this particular phase of the subject: 

There are two distinct sets of thoughts which may be applied 
to the subject of Depreciation, Renewal and Replacement ac- 
counts— 
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1. Those connected with the actual state of each plant, and 
the physical changes in the items composing the plant assets. 

2. Those directed to an expression on the books of that state 
and those changes. 

A large part of the confusion of these accounts seems to be 
due to the various theories of depreciation in general. It seems 
to me that if we could agree that no facts regarding depreciation 
can be ascertained except by individual study of individual cases, 
and no general rule for depreciation will apply to any individual 
plant, we will find the expression on the books, of the facts after 
they are ascertained, a comparatively simple matter. So far as 
the common carriers doing an interstate business, railroad and 
certain public service corporations, coming under the jurisdiction 
of the state commission are concerned, it will be seen that depre- 
ciation accounts must be handled in a certain way, but all other 
classes of industrial enterprises may make entries expressing de- 
preciation, renewal and replacement accounts on their books in 
almost any manner. 

While the depreciation accounts may be divided in the 
cost ledgers to suit the convenience of each particular busi- 
ness, I see no reason why the general ledger should contain 
any more than the one periodical charge for depreciation, 
renewals, replacements and repairs, and one credit to a reserve for 
such items. According to my view there will be no necessity for 
amounts representing investments, funds, reserves, etc., appearing 
on the asset side of the balance sheet, except, of course, in special 
cases or where required by law. 

Many intricate problems regarding our subject would, 
I think, become simple if the exact facts were studied. 
After having ascertained facts, it seems that the bookkeep- 
ing would resolve itself into a simple problem. Many of 
the bookkeeping difficulties are due to the large number of 
coined words used in connection with the various phases of the 
subject, these words expressing no exact meaning to anyone but 
the maker. Of course, some of these coined terms and phrases 
are the result of an effort on the part of the accountants to prepare 
on paper a complicated balance sheet in a small space. If we 
could get away from this idea and use enough good English 
words in each account to express the nature of the items contained 
therein, regardless of the length of the balance sheet, we would 
be able to state it clearly, and understand it after it is stated. 
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3. Systems of accounts prescribed by state authority—A sec- 
ond phase of supervision and one which is, perhaps, hardly of 
equal importance with that of the requirements of reports, is the 
installation of systems of accounts which must be used by the 
local officials. This power, however, is not so easily exercised 
as is that of demanding statements at certain periods, but in many 
cases it is impossible for an officer to issue a report upon a speci- 
fied form unless his accounts are based on similar principles. For 
this reason the requirements of a report containing certain classi- 
fications will oblige an officer to modify his system of accounts 
and to follow a similar system of classifications so that he may 
be able at the end of the period to furnish the data called for. 
On the other hand the enforcement of a certain system of ac- 
counting will make reports of a similar nature possible. Thus 
the two forms of supervision are often very closely associated. 

The laws of Massachusetts, Wyoming, Ohio, New York, Ari- 
zona, Washington, and Indiana, are the most comprehensive along 
this line. These states require all county officers to conform their 
bookkeeping to a uniform system of accounting prescribed by a 
state official. All of the above named states, except Massachu- 
setts and Arizona, include also municipal officers. In Idaho and 
Nevada the law provides for uniform accounts in all county 
offices “as far as practicable.” Iowa requires all city and town 
officials, all county auditors and treasurers, and all clerks of the 
district court to conform to prescribed uniform accounts. 

As was true of reporting, so in uniform accounting, we find 
that the state exercises supervision more often over the county 
treasurers and auditors than over any other officials. In fact, in 
every case where uniform accounts are required at all they are 
required of county treasurers. In Maryland provision is made 
whereby the state auditar may suggest changes in systems of 
local accounts and the state controller is given the responsibility 
of enforcing such suggested changes.* This power is exercised 
not only in regard to certain county officers, but also as to the 
same officials of the city of Baltimore. 

* Revised Statutes of Maryland, ch. 257, sec. 218. 
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A number of the statutes recognize the difficulty in enforcing 
an absolute uniform system of accounts by stating that the system 
shall be uniform “in so far as it is practicable.” In Iowa the 
state auditor was empowered by the statute to appoint a com- 
mittee of from five to seven men skilled in municipal accounting 
to aid in the formulating of the new systems.t There is a dif- 
ference, however, in the comprehensiveness of purpose in the 
statutes. The Arizona law of 1905 simply states that the public 
examiner shall “ order and enforce a correct, and, as far as prac- 
ticable, uniform system of bookkeeping by county treasurers and 
other county officers, so as to afford a suitable check upon their 
mutual action, and insure the thorough supervision and safety of 
county funds.”* This law, of course, leaves a great deal to the 
discretion of the public examiner. In other cases, such as the 
more recent law of Colorado, for example, the system to be in- 
stalled is more clearly defined. The 1907 law of that state 
requires that the reports and accounts shall “ exhibit true accounts 
and detailed statements of funds collected, received and expended 
for account of the public, for any purpose whatever, and by all 
public officers, employees, or other persons, such accounts to 
show the receipts, use and disposition of all public property, and 
the income, if any, derived therefrom, and all sources of public 
income, and the amounts due and received from each source, all 
receipts, vouchers, and other documents kept, or that may be 
required to be kept, necessary to isolate and prove the validity of 
every transaction, and all statements and reports made or re- 
quired to be made, for the internal administration of the office 
to which they pertain, and all reports published, or that may be 
required to be published, for the information of the people, re- 
garding any and all details of the financial administration of 
public affairs.”* 

The tendency in the laws seems to be toward more compre- 
hensive and detailed specifications regarding the systems of 
account, and also regarding the reports. Ohio was very careful 
to stipulate that the accounts with the various appropriations, 
improvements, industries, institutions, etc., should be distinct and 
separate. Washington and Indiana followed Ohio’s example in 
this regard in their recent laws. 

1 Revised Statutes of Iowa, sec. 741. 

2 Session Laws of Arizona, 1905, ch. 40. sec. 2. 

3 Session Laws of Colorado, 1907, ch. 204. 
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Here, again, perhaps it is needless to say, a great deal depends 
upon the officer applying the law. 

4. Examination of local accounts—The most important part 
of state supervision over local accounting is in the matter of 
examination of books of account, papers, vouchers, etc., of the 
local governments. This form of supervision is more direct than 
the requirement of reports, and more continuous than the estab- 
lishment of systems of accounts. The regular, periodical audit 
of the accounts of a local officer, an examination in which a thor- 
oughgoing auditor, skillful and independent, goes through the 
accounts and papers in detail once a year or oftener, affords a 
very direct and personal connection between the state govern- 
ment and the local officials. It is the exercise of this form of 
supervision that we desire to consider at this time. 

By a glance at the statutes of the states which we have been 
considering we find that all but two of these states have given 
some state officer the power to examine, or has made it his duty, 
to examine a part or all of the various local officers. In twelve 
of these states such examination must be at least annual. In two 
it is at least biennial; and in two it is semi-annual; while in six 
the examination has been made discretionary on the part of the 
governor, the controller, or the auditor. In Washington the city, 
town, township and school district officers are examined only bi- 
annually, but all other public offices are examined at least once 
every year. 

As in the other forms of supervision, we find that the power 
of examination is more commonly exercised over the financial 
officers. In several states the law says that the audits shall be 
made of the accounts of officers handling public funds. In Iowa 
the auditor of state visits for the purpose of audit only cities with 
a population of 5,000 or more. The state auditor of Maryland 
examines certain officials of the city of Baltimore, and the public 
examiner of Minnesota examines the financial offices of St. Paul. 
In Washington and Indiana the law includes city and town offi- 
cers, and in New York all cities except New York city are in- 
cluded. With these exceptions, however, there is practically no 
auditing by state authority of city or town offices. The state audit- 
ing is mostly the examination of county accounts. In Massachu- 
setts the controller of county accounts audits annually the accounts 
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of all county officers who handle public funds except those officers 
of Suffolk county. In Idaho, Montana, Arizona, Florida, Ne- 
vada, Ohio, Indiana, and Washington, all county officers also 
come under the law. In New York the controller can supervise 
the auditing of accounts not only of county and city offices, but 
also those of all incorporated villages. In one or two cases the 
books of school district officials are included. 

The law varies materially in the matter of directions regard- 
ing these examinations. In some states a very great deal is left 
to the discretion of the examiner, while in other states the stat- 
utes define very definitely the extent of the audit in each case. 
For example, a few of the states are content at stating that the 
examination shall be complete and thorough. It is needless to 
say that there might easily be a wide difference in the interpreta- 
tion by two different persons of the meaning of such general 
terms. The Wyoming law states that the examiner shall “ make 
a thorough examination of the books, accounts and vouchers ”’ 
of county officers and “ ascertain in detail the various items of 
receipts and expenditures.”* The Massachusetts legislature was 
somewhat more specific and exacting. It specified that the con- 
troller of county accounts should, “ without, previous notice, 
inspect the books and accounts of the county treasurer 
and examine all original vouchers for the expenditures made by 
said treasurer, and if the same are correct, and accompanied by 
sufficient vouchers stating in detail the items of each bill or 
account, and such vouchers confirm and sustain such bills and 
accounts he shall so certify "2 In regard to 
the other local county and court officers, however, the framers of 
this law were content to require simply “a thorough examination 
of their accounts, cash, and vouchers.”* The New York law is 
another example of brevity. It simply states that the “ controller 
shall cause such accounts to be inspected and examined 
at such period as he shall deem necessary ” and that at “ every 
such examination inquiry shall be made as to the financial condi- 
tion and resources of the municipal corporation, and into the 
method and accuracy of its accounts.””* 

Other states are brief but comprehensive. The Nebraska law 


1 Session Laws, 1895, ch. 42, sec. 4. 

2 Revised Statutes of Massachusetts, ch. 21, sec. 13. 
3 Ibid, sec. 48. 

4 Session Laws of New York, 1905, ch. 705, sec. 5. 
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states that the examination shall “ develop the county’s financial 
condition, the condition of each fund, and the disposition of all 
moneys colected or received.”® Besides an examination “as 
to the financial conditions and resources of the taxing district,” 
the Ohio law requires the examiner to determine “ whether the 
constitution and statutory laws of the state, the ordinances and 
orders of the taxing district and the requirements of the bureau 
of inspection and supervision of public offices have been properiy 
complied with; and to examine into the methods and accuracy 
of the accounts and reports.”® 

It should be remembered in this connection, however, that 
a great deal depends upon the officer applying the laws. It 
may be his policy to be very thorough and exacting, or he may 
be inclined toward leniency and looseness toward the local offi- 
cials. Two examples will suffice to illustrate this fact. The 
Massachusetts law of 1879 stated that the commissioners of sav- 
ings banks should “ endeavor so far as is possible to secure uni- 
formity and correctness in the method of keeping ” the accounts 
of the several county offices of the state.* It was found, how- 
ever, that after the said commissioners had enforced this law for 
eight years that there were scarcely “two treasurers doing the 
same thing in the same way.” One “ veteran”’ had all those 
years been keeping his debits on the right-hand page of his cash 
book, and was even then kindly permitted to continue to do so.® 
The second example illustrates the opposite. Mr. Harry B. 
Henderson, for many years state examiner of Wyoming, says 
that in his state “the examination of accounts is technical and 
embraces the checking of every item, whether great or small, 
the subsequent footings of the cash accounts, and finally their 
summation. Every account paid is closely examined, the nature 
of the expense ascertained, the legality of the bill inquired into, 
and the amount is finally checked to the stub of the warrant 
issued and also entered in the proper column of the expense reg- 
ister. Whether or not the officer has conducted the affairs of his 
office in conformity with the statute is also made a subject of 
inquiry.° 

5 Revised Statutes of Nebraska, sec. 2587. 

Revised Statutes of Ohio, — —e 

Session —_ m 1870. ch. 293, 


i Second Ann eports of the Controller of County Accounts of Massachusetts, 


PP. 39-40. 
9 Proceedings of the 6th Annual Meeting of the National Municipal League, Sept., 
1900 Pp. 251. 
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It is true that the Wyoming law is much more exacting than 
that of Massachusetts ; yet we can easily see that, had the policies 
of the officers been just the reverse—that of Mr. Henderson being 
lenient and of the commissioners strict—that the results would 
have been quite different. The point that we wish to make is 
that the personnel of the officers in charge is highly important as 
well as the wording of the statute. 

5. Method of enforcement.—We wish now to take up what 
is a very important feature in the laws regarding state super- 
vision; that is, the methods outlined by the legislatures for the 
enforcement of the supervision upon the local officials. In this, 
as in the other things, we find a variation from no provision at 
all on the part of one or two states, to very stringent and exact- 
ing schemes on the part of others. 

We shall look first to the less drastic laws. The only pro- 
vision made by the law of New Mexico is that the traveling 
auditor reports the result of his examinations to the county com- 
missioners. It seems also to be the policy of Massachusetts to 
depend largely on publicity, though in this state either the county 
commissioners or the attorney-general may bring action. It 
should be borne in mind during this discussion, however, that in 
practically all states where reports are issued to state officials or 
where examinations are made by agents of the state that such 
reports and the results of the examinations are made public in 
some way or other to a more or less extent. In some cases the 
law requires that a certain number of copies of the reports be 
printed in pamphlet form and distributed. This is the case ia 
Iowa, for example, where the law requires that 5,000 copies of 
the annual report of all cities having a population of 5,000 or 
more, must be printed in pamphlet form, and that the reports 
of smaller cities may be printed if the council so desires.* In 
other states the reports are printed in the local newspapers. In 
a number of states an annual report is issued as a state document. 
giving in tabulated and summarized form statistics upon various 
points regarding the local governments. For example, such re- 
ports are published each year in Massachusetts by the state bureau 
of statistics of labor for all cities in the state, and by the controller 
of county accounts for all counties of the state except Suffolk. A 
similar document is issued in lowa by the department of finance 


* Revised Statutes, Supplement, sec. 1056~a8. 
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and municipal accounts relating to the statistics of cities and 
towns. It must be recognized, of course, that such publicity is 
a strong factor in the prevention of wrongdoing on the part of 
the local officers; and the value of this factor should not be lost 
sight of. 

On the other hand, most of the states exercising supervision 
over this function of local governments seem to have recognized 
that some means more direct and more drastic are necessary for 
the purpose of enforcement of supervision. 

In several of the states the law expressly gives the examining 
officer the power to compel the exhibition of any and all books 
of account, papers, vouchers, records, etc., by the local officials, 
and to examine not only the officials themselves, but also other 
persons who may have knowledge of the matters in question. In 
some of the states the statute defines the punishment for false 
swearing, but in other cases the law simply pronounces it perjury 
or felony, and states that it shall be treated as such, leaving the 
court to deal with it as it would with the usual case of this kind. 

In other states the statutes simply define the form and severity 
of punishment, and apparently trusts to the usual courts for the 
application of it, giving, sometimes to state officials, sometimes to 
local officials, the right to bring suit against the officer believed 
to be guilty. In such cases the punishment is usually a fine vary- 
ing from $100 to $5,000, or imprisonment in the county jail or 
state prison for a term ranging in length from six months to five 
years, or in some cases both a fine and imprisonment for refusal 
to be examined or to report, or for misleading or hindering the 
examiner, or for false swearing. In other cases an officer com- 
mitting an offense of this kind may be removed either by local 
officials or by state authority. 

As for embezzlement of public funds, fraud, and such like 
serious crimes on the part of officers, the law is usually severe. 
However, in some cases it is not specific. The Ohio, Indiana, 
and Washington laws state that an officer for malfeasance, mis- 
feasance, or nonfeasance, shall be prosecuted in the courts. The 
most severe punishment prescribed in this connection is that 
found in the Indiana law. In this case any bribery or attempts 
at bribery may be punished by a fine as high as $5,000 or im- 
prisonment in the state prison from one to fourteen years, or 
both. (To be continued) 
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EDITORIAL 


Accountant Societies in Great Britain. 


The original society of accountants in the mother country 


was the “ Institute of Chartered Accountants in England and 
Wales ” formed about thirty years ago by the union of a num- 
ber of local societies. This undoubtedly occupies the first place 
both as to the high professional rank of its members and its 
collective influence as a body. Its headquarters in Moorgate 
Street, London, the property of the Institute, are truly worthy 
of a professional body, embracing elegant meeting rooms, a very 
complete library, to which accessions are regularly made of all 
works interesting to the profession, and commodious examination 
rooms. A representative of THE JouRNAL oF ACCOUNTANCY, 
who was very cordially received on a visit last summer, reports 
that they will be pleased to welcome any member of the American 
Association who may be in London. 

Admission to the Institute is now strictly by examination, and 
entitles the successful candidate to use the letters A.C.A. (Asso- 
ciate of the Chartered Accountants.) The Fellows (F.C.A.) 
form the governing body. 

It was presumed that the Royal Charter under which the 
Institute works would enable it to remain the sole source of 
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accountancy degrees, as it was not likely that a charter would be 
issued to a rival organization. But the Companies Act was found 
to be capable of sufficient elasticity to serve the purpose, and the 
Society of Incorporated Accountants and Auditors was formed. 

There has been a great deal of agitation lately towards making 
a public registration of qualified public accountants under the 
style of “ professional accountant,” and prohibiting the use of that 
title to all not so registered. But then came the question of a 
waiver, to start the system with. It was the intention at first, 
we understand, to admit without examination the members of 
the Institute and of the Incorporated Society, but the possibility 
of getting in “ under the fence ” seems to have had the effect of 
producing what The Accountants’ Journal calls a “ mushroom 
growth” of similar bodies. The Journal intimates that there is 
a desire to wear borrowed plumes, saying that “ considerable 
ingenuity is shown in the selection of titles for these bodies, as the 
carelessness and ignorance of the public on such matters is pro- 
verbial.” Even the American title is adopted by the “ Institution 
of Certified Public Accountants, Limited.” 

It now appears that the latest of fifteen bills on the subject 
admits under waiver not only the three societies we have named, 
but the Corporation of Accountants, Limited, the Faculty of Ac- 
countants, Limited, the Central Association of Accountants, Lim- 
ited (of which we have heard before), and societies or institutes 
in Glasgow, in Aberdeen, and in Ireland, though why the old and 
honored Edinburgh body is omitted we cannot say. 

It has proved the part of wisdom in our country to have the 
titles derive from public authority, not from societies ; and we are 
sincerely glad that the first C. P. A. act (New York) placed the 
degree under the highest educational authority, and under the 
control of the state. 

As charters and incorporations are conferred collectively upon 
a number of persons, it seems to our crude American minds a 
little queer to hear their designations used of one member; in 
fact it sounds very singular to say in the singular, a Chartered 
Accountant or an Incorporated Accountant, as if one accountant 
could be chartered or incorporated or associated, all alone by 
himself. But it must be all right as long as it is not an Ameri- 
canism, or as one critic of an American book put it, “ ultratrans- 
atlantic.” 
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Life Insurance Accounts. 


The life insurance companies of the State of New York, and 
those of other states doing business within its limits, will here- 
after report their bonds at investment or amortization values. 
By an amendment to the insurance law, all bonds or other evi- 
dences of debt shall be valued, if purchased above or below par, 
on the basis of the purchase price adjusted so as to bring the 
value to par at maturity and so as to yield meantime the effective 
rate of interest at which the purchase was made. This is sub- 
ject, as to method, to the discretion of the Superintendent, and 
with the privilege of returning bonds at market value, in aggre- 
gate not exceeding investment value as above defined. 

The Bank Department preceded the Insurance Department in 
this reform by one year, and the savings banks and trust com- 
panies are now working under it. The amendment as to the 
banking law differed from the insurance act in that it contained 
nothing corresponding to the words italicized by us, and left the 
method absolutely to the discretion of the Superintendent. In 
his pamphlet of instructions he sanctions either of two methods 
of amortization: (1) “the simple or pro rata method,” (2) “ the 
scientific method.” The latter is true amortization as long since 
established by actuaries and accountants. The former is not 
really amortization at all since it does not in any degree depend 
on the rate of interest. It consists of dividing the entire pre- 
mium or discount by the number of periods and writing off the 
quotient each period. This, it is asserted in the pamphlet, “ gives 
approximately similar results except in case of long maturities 
and large amounts.” Yet in the example there given of a 7-year 
7 per cent. bond of $1,000, 4 per cent. basis, the basis actually 
varies from 3.74 per cent. the first half year to 4.34 per cent. the 
last, which is not a very close approximation. 

The Superintendent of Insurance has also issued a pamphlet, 
and a supplement thereto, giving directions for amortization. The 
first circular followed closely the one issued by the Bank Depart- 
ment, and fell into some of its errors. Many of these are cor- 
rected in the supplementary circular which is very lucid, well 
reasoned, and well expressed, and is an admirable document. 
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It is strange, however, that the Insurance Department failed to 
observe that the pro rata method is absolutely illegal for insur- 
ance companies, since the discretion as to method vested in the 
Superintendent is expressly limited to calculating values “ accord- 
ing to the above rule”; which rule, as pointed out above, requires 
as an essential the maintenance of the original basis. 

The provision requiring each company to report all securities 
on the pro rata method or ali on the scientific method, seems to us 
unwise. The work of transforming the bond accounts of a 
great company to the amortization basis is a laborious task and 
facilities for gradually coming on solid ground should have been 
given. ; 

The provision permitting a company to use market value, if 
not in excess of investment value, is not a valuable one, for the 
computation of investment values would have to be made first in 
order to ascertain which was the greater, and thus no labor would 
be saved. 

Thus the principle of amortization has become firmly estab- 
lished and victory has been gained in a struggle begun about 1900 
by three members of the New York University School of Com: 
merce faculty, Professors Haskins, Sprague and Hardcastle, and 
which has always had the support of THE JouRNAL oF ACCOUNT- 
ANCY. 





Committee on Accounting Terminology. 


At the Denver Convention of the American Association of Public 
Accountants a resolution was passed that the report of the Committee on 
Accounting Terminology be referred to a new committee of which three 
members were to be economists. President Sterrett has appointed as mem- 
bers of this enlarged committee the three members of the old committee—- 
Mr. Seymour Walton, Mr. James T. Anyon, and Mr. Edward L. Suffern— 
and the following economists: Mr. Allen Ripley Foote, of Columbus, Ohio; 
Professor Stephen W. Gilman, of the University of Wisconsin; and Dean 
Joseph French Johnson, of the New York University School of Commerce, 
Accounts, and Finance. Mr. Seymour Walton, chairman of the original 
committee, has prepared a brief report of its work, which will be published 
in the February issue of THe JourNAL. It is hoped that the enlarged 
committee will be able to recommend a definite terminology which will 
command the approval of the Association, and in a sense become the 
authorized terminology of the profession. 
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C. P. A. Degree for $50. 


Through the courtesy of Mr. Charles H. Winke, C. P. A., of 
Milwaukee, the Journal learns that a resident of Chicago, calling himself 
H. W. Clair, is offering to obtain C. P. A. certificates for any person 
who will pay him $50 and declare that he is fully qualified to perform 
the duties of a public accountant. Following is a copy of a letter which 
Mr. Winke received from the said Clair: 


I am informed that you are a Public Accountant and likely to be 
interested in a plan that we have to secure certificate to pratice as a 
Certified Public Accountant, without taking an examination, which has 
met with the approval of the high grade men of that occupation in this 
City, as shown by the number who have obligated themselves to pay for 
such certificate as soon as received. The total expense to each person 
will be Fifty Dollars, and if my informattion is correct and you desire 
to obtain such a certificate, I shall be glad to furnish particulars on request. 


Mr. Winke, having called for particulars, received a copy of a “ Mem- 
oranda Agreement” in which he is given a chance to acknowledge that 
he is a fully qualified public accountant, and to send Mr. Clair $40 as 
applicant for the C. P. A. certificate. The following paragraph in the 
“memoranda” sets forth the conditions of issue: 


If said certificate issued and signed by State officers thereto lawfully 
authorized of some State other than the State of Illinois is not deposited 
in this Bank within one (1) year from this date to be delivered to the 
holder hereof upon the surrender of this receipt, the said Forty Dollars 
this day deposited is to be returned on the surrender of this receipt. But 
if said certificate is so issued and shall be delivered to or deposited 
with said Bank or escrow depository, then the said applicant or person 
depositing said sum of Forty Dollars shall have no further claim to or right 
or interest in the said sum so deposited, and all his right or interest 
therein shall be thereby forfeited and this receipt shall become null and 
void, except that the same shall be an order upon the said Bank for the 
delivery to the bearer hereof of said certificate. 


The officers of the National Society of C. P. A. Examiners will doubt- 
less endeavor to find out whether or no Mr. Clair is in partnership with 
the members of any state board of accountancy. 





The Chartered Accountant a Rare Exotic. 


The following definition of a chartered accountant is taken from a 
book entitled “ Wright’s Bookkeeping Simplified, Wall Street Edition,” by 
Prince Albert Wright, Practical Bookkeeper and Consulting Accountant, 
Pioneer Exponent of Experi Accounting. Published by P. A. Wright & 
Company, New York, 1909: 

“This is a special kind of bookkeeping peculiarly indigenous to England 
and Scotland, and a rare exotic in this country. To become a Chartered Ac- 
countant one must have served a five years’ apprenticeship, same as a poor 
shoemaker who aspires to become a full-fledged cobbler. It is absurd for 
any one capable of reasoning from cause to effect to waste five years mas- 
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tering this simple science. The Charter is a kind of combination certificate 
of proficiency in accounting and a license to practice it. 

“We had occasion once to examine a set of books that had been started 
and kept according to a plan laid out by a so-called Chartered Accountant, 
and we were amused to find on the main Ledger an account called General 
Debtors, which was a summary of debit and credit results, the details of 
which had been posted on the Customers’ Ledger, the balance agreeing 
with the net balance in all the accounts in that Ledger. Its object seemed 
to be to have the main Ledger balance within itself, which is not at all 
necessary, and to require a seemingly but not actually shorter Trial Bal- 
ance. The Customers’ Accounts must each be reduced to a balance any- 
way, hence it is better to begin the Trial Balance with the accounts on the 
main Ledger and continue it with the names from the Customers’ Ledger, 
proving both Ledgers with one Trial Balance, and dispensing with the 
superfluous or meaningless General Debtors’ accounts.” 


The American Association Year Book. 


The twenty-second Year Book of the American Association of Public 
Accountants will contain the official record of the proceedings at the 
Convention at Denver, a description of the social functions, and the 
following papers which were presented at the annual meeting, together 
with discussions thereon; 

“The Relation of Economics to Accountancy,” by Dr. James E. Le 
Rossignol, Professor of Economics and Social Science, University of 
Denver ; 

“Correct Accounting a Fundamental Basis for Regulation and Taxa- 
tion,” by Allen Ripley Foote, President, The International Tax Associa- 
tion, Commissioner Ohio State Board of Commerce; 

“ Depreciation, Renewal and Replacement Accounts,” by Herbert G. 
Stockwell, C. P. A. of Pennsylvania; 

“The Verification and Treatment of Inventories in Audits and 
Examinations of Manufacturing and Trading Concerns,” by William R. 
Mackenzie, C. P. A. of Portland, Oregon; 

“Report of the Special Committee on Accounting Terminology,” 
presented by Seymour Walton, Chairman, James T. Anyon, and Edward 
L. Suffern. The work of this Committee, which has been enlarged and 
continued for another year, is of great interest to the accounting profession. 
Members of the Association and others interested are invited to co- 
operate with the Committee by offering suggestions and criticisms at any 
time during the coming year. 

The Year Book should be in the hands of every member, and the State 
Societies are urged to send orders covering their membership. In like 
manner, it is hoped the members at large will promptly order as many 
copies as they may desire. The price will be $1.50 per copy and only 
a limited number will be printed. Orders should be sent to Mr. T. Cullen 
Roberts, C. P. A. 56 Pine Street, New York City. 
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Chase on the Corporation Tax. 


Mr. Harvey S. Chase, of Boston, is quoted as follows in the Boston 
Herald of Dec. 19: 

“Corporations and accountants all over the country are intensely 
interested in the interpretation by the treasury department of the excise 
tax on corporations imposed by sec. 38 of the act of Aug. 5, commonly 
known as the tariff law. 

“This interpretation which has just been published by the treasury 
Officials, is correct from an accounting standpoint, and presents the only 
practicable method of taxing corporation earnings or income which would 
cause the least inconvenience to corporations and which would provide 
satisfactory results to the government. 

“The interpretation by the treasury is highly important, in that it 
lays emphasis upon the accrued net income of a corporation during the 
year, plus any outside income which may have been received. Although 
the words relating to income in the original act are ‘received’ and 
‘paid,’ which were interpreted by the attorney-general as meaning ‘ cash,’ 
according to his correspondence with the accountants prior to the passage 
of the act, and naturally were accepted by the accountants of the coun- 
try as having to do only with cash receipts and cash payments, yet the 
treasury officials have interpreted the intent of the act to be to levy a 
tax on ‘profits’ and not upon the net difference between cash receipts 
and cash payments as stated in the correspondence referred to. 

“The importance of this decision to all corporations in the country 
can scarcely be overestimated. It means that ordinary methods in 
book-keeping will be accepted; that most of the practical difficulties in 
the enforcement of the law are smoothed away, and that the only 
important difficulties remaining will be the following: First, the taking 
of inventories which might not otherwise be taken on Dec. 31, 1909; 
second, the preparation of schedules of estimated inventories as of Jan. 1, 
1909; and, third, the proper interpretation of items permitted by the 
act to be deducted from the ‘net income,’ which is established by accrued 
earnings and incurred expenses with these inventories taken into account. 

“Wholly aside from the fundamental question whether or not the 
act is constitutional and will stand, it may be said that the treasury 
department’s regulations are in all respects fair to the corporations and 
calculated to yield the most favorable returns to the government that 
could be expected under the bill. ae 

There are many exceedingly important interpretations in these regula- 
tions relating to the deductions from net income as allowed by the the 
bill. Perhaps the most important of these has to do with questions of 
depreciation. The definition and explanation of depreciation as given 
under art. 4. of the regulations could hardly be improved from an account- 
ing and business standpoint. 

“In my opinion all of the trouble and expense of this act and of the 
whole matter will be justified ultimately even if the act is found to be 
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unconstitutional, because it will bring all the corporations of the land to 
a full realization of the inherent necessity of regular and scientific handl- 
ing in their books of these neglected question of depreciation in their 
manufacturing plants and other assets generally. 

“This neglect has long been a serious defect in the accounts of 
corporations, saving, possibly, the larger public service corporations; 
but under the new tax act it will be mandatory upon all corporations 
to carefully estimate and intelligently enter in their books allowances and 
charges against income on account of the constantly increasing elements 
of depreciation. 

“The regulations of the treasury department emphasizes the necessity 
for thus taking account of deterioration and obsolescence and including 
them in the sworn returns, under the act. Corporations who fail to do 
this will have to pay larger taxes than would be required if they make 
accurate and acceptable deductions for depreciation in the value of their 
plar.ts and eqsipmerts. 

“The adoption of uniform methods for calculating depreciation will 
prove of untold value to all corporations and to their stockholders as 
well as to the state and national governments and to the public at large. 

“Another feature admirably set forth in the treasury department’s 
interpretation relates to the sale of capital assets. This feature, like the 
elements of depreciation, has been improperly handled by the great 
majority of corporations in this country because there has been no 
necessity in the law for any different treatment. 

“Now that it has become a question of paying taxes, however, pro- 
viding the act in question is held to be constitutional, corporations will 
be compelled to carefully consider the income derived each year from 
such sdles, as well as the losses incurred by the same. Moreover, they 
will be compelled to enter these items accurately in their books. 

“A third point of almost equal importance with the other two relates 
to amortization of various classes of assets as such franchises, lease-holds, 
licenses, copyrights and patent rights, the life of which may extend over 
only a limited number of years, and which must be written off against 
income annually, if the capital of the corporation is to be properly 
protected. 

“There are great numbers of persons throughout the country who 
think the corporation tax act is clearly unconstitutional, and, even if the 
courts rule differently, the fact remains that a federal tax on corporations 
chartered by the states is evidently a serious interference with the just 
powers of the states and with their legitimate sources of revenue. For 
that reason alone, the act in question may be condemned on general 
principles and its repeal sought, even though it serve as a beneficial 
stimulant to the corporations throughout the country along the lines 
which I have suggested.” 








News From State Societies. 


New York Society Discusses Corporation Tax. 


At the December meeting of the New York State Society of Certified 
Public Accountants, held Decmber 20, at the Waldorf-Astoria, there was a 
very animated and interesting discussion of the corporation tax. Secre- 
tary MacVeagh’s interpretation of the law had just appeared in the press, 
and the discussion on that account was necessarily extemporaneous. The 
discussion was opened by Mr. Alfred Rose, and was participated in by Mr. 
E. L. Suffern, Mr. W. F. Weiss, Mr. W. S. Pangborn, Mr. L. O. Fisher, 
Mr. George Wilkinson, and Mr. E. W. Sells Very interesting remarks 
were made by the following guests: Mr. Joseph E. Sterrett, President of 
the American Association; Mr. J. W. Fernley, of the Pennsylvania Insti- 
tute; and Mr. Robert H. Montgomery. Mr. Fernley gave a report of a 
meeting of the Pennsylvania Institute at which the corporation tax was 
discussed, and was heartily applauded when he said: 

“The consensus of opinion was that a discussion by accountants of 
the law in its present state was a waste of powder—that it was a bridge 
that we had not arrived at yet, and that there was no necessity to try to 
cross it—that the corporations with their high-priced lawyers did not 
require the help of the accountant, and were expected to take care of their 
own interests—that it would be folly for the accountants to go against 
the measure that meant increased fees—thinking it better to follow the 
lawyers’ example of getting fees for explaining the laws made by them- 
selves, and that it is not often that the accountants have lawmakers pre- 
pare laws that will benfit them, and it is not wise to look the gift horse in 
the mouth.” 

Meetings of Illinois Society. 

The Illinois Society of Certified Public Accountants has issued an 
attractive syllabus of meetings for the season 1909-1910. At the meetings 
yet to be held addresses will be delivered as follows: January20, “ A 
Central Bank of Issue,” by George E. Roberts, President of the 
Commercial National Bank of Chicago; February 17, “Corporation 
Audits from the Comptroller’s Viewpoint,” by William M. Reay, C. P. 
A., Comptroller of the International Harvester Company; March 17, 
“Government Supervision and its Effect on the Profession of 
the Public Accountant.” by R. H. Montgomery, C. P. A.; April 21, “ The 
C. P. A. Degree—Now and Hereafter,” by E. E. Gere, C. P. A; 
May 19, “The Accountant as an Expert Witness,” by Charles F. Lowy. 
The meetings are open to the public and should serve to strengthen the 
interests of the profession at large. 


Virginia's New Society. 

The Virginia Society of Public Accountants held its first quarterly 
meeting in Richmond on Thursday, December 9, having a membership 
including nearly all the practicing public accountants in the state. The 
society was organized September 25, and was incorporated October 6. It 
has taken up its work with enthusiasm, and with the avowed purpose of 
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placing the profession in the State of Virginia at the highest possible 
plane. The officers are: President, W. P. Hilton of Norfolk; vice- 
president, George Mahon of Lynchburg; secretary, E. A. Barber, Jr., of 
Richmond; treasurer, W. McK. Evans of Richmond. 


New State Board in Michigan. 


The officers of State Board of Accountancy of Michigan for the 
current year are as follows: N. A. Hawkins, chairman; George A. 
Herner, secretary-treasurer; W. W. Wedemeyer, counsel. 

Our attention has been called to an error in the statement of the re- 
quirements for the C. P. A. certificate in Michigan, which were reprinted 
from the Handbook of the New York State Department of Education in 
the October Journst. All applicants for the C. P. A. examinations in that 
state must be over 21 years of age and must have completed at least a 
high school course of study or its equivalent. In order to receive the 
C. P. A. certificate, the applicant must have, in addition, at least two years’ 
continuous practical experience in public accounting immediately preceding 
the date of application. 


Kansas City Accountants Organize. 


The Kansas City Association of Public Accountants was recently 
formed at a meeting of twenty-two accountants at the Hotel Balti- 
more. H. T. Westermann, of St. Louis, president of the Missouri Society 
of Certified Public Accountants, addressed the meeting and assisted in the 
organization. The following officers for the Kansas City association were 
elected: F. A. Wright, president; F. A. Smith, vice-president; F. R. Gill, 
secretary, and Edward Fraser, treasurer. 








Bad Features of Contract Work. 


To THe JourRNAL oF ACCOUNTANCY; 

A few months ago you were good enough to insert in THE JouRNAL 
a letter from me on the subject of the accountant’s position with regard 
to contract work. 

The fact that no comments on that letter have appeared justifies the 
inference that my professional brethern are in accord with my views, or 
that they do not care to express a contrary opinion, or that they take 
no particular interest in their financial or professional well-being. 

Illustrations of one of the very worst features of the contract business 
have recently come to my notice in the shape of two bids on different 
cases, one of which was made by a leading firm, and the other by a small 
practitioner. They were both made on a daily rate basis, with the 
guarantee—and here’s the rub—that the total cost of the work to the 
client would not exceed a certain fixed sum. These are brilliant examples 
of the “heads I win, tails you lose” game as played by the accountant 
in favor of the client. 

Nobody but an accountant would be foolish enough to make a 
contract of this kind, and why accountants, who pose as exponents of 
correct business methods, should be willing to do so, passes my com- 
prehension. 

In the two cases in point the desperate anxiety of the small practitioner 
to get a job may possibly serve as an excuse, but the leading firm in 
question has no such justification. 

It may be said, of course, that if an accountant sees fit to take the chance 
of losing money as a result of the idiotic form of contract above described, 
want to adopt the policy of “ dog eat dog” and to throw every considera- 
tion aside except the getting of business on any terms and at any 
sacrifice. 

I cannot conceive that any responsible firm of certified public account- 
ants, if it has the best interests of the profession at heart, has any excuse 
for adopting such methods of obtaining business. 

Moreover, I venture to say that daily rate contracts with a fixed sum 
limit are not made in good faith. They are simply a bait to attract the 
client. The accountant, be he large or small, who is capable of making 
such contracts, will take care either that he gets the maximum sum or 
an amount very close to it, or that, on the basis of his daily rates, the 
maximum will not be exceeded. In other words, he will either spin out 
the work so as to consume the maximum, or he will cut his work 
according to his fee. 

If leading firms are willing to become parties to such tactics, what 
can be expected of the small men who are working for bread and butter? 
So long as this sort of a thing continues, the less said about professional 
ethics the less ridiculous and hypocritical we shall appear. 

My contention is that so long as accountants are willing to bid against 
each other in the same way as tradesmen or merchants, so long will the 
elevation of accountancy into the ranks of the professions be postponed. 
Every competitive bid made by accountants is, in my judgment, a loss 
to our so-called profession and cannot add to the prestige of the bidders. 

E. G. Shorrock 
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Book Department, 


Epitep By Lee Gattoway, Pu. D. 


THE COST OF MINING. By James Ralph Finlay. Published by 
McGraw-Hill Book Company, New York City. 1909. 

The appearance of such a book as “The Cost of Mining” which 
attempts to determine the price factors entering into the production of 
ores, has a significance beyond the mere fact that the profits of individual 
owners may be affected favorably. Every intelligent investigation of an 
industry, where the unknown factors preponderate in the determination 
of its business policy, tends to eliminate many of these uncertainties and 
hence to raise the industry out of the speculative class and put it upon 
an investment basis. 

The history of agriculture and especially real estate is in many 
respects paralleled by the development of the mining business. In 1806 a 
British Royal Commission reported that a duty on grain was to be con- 
demed as it intensified agricultural gambling which contained too many 
speculative features already. Our American laws forbidding banks from 
investing in real estate attest our own opinion concerning the speculative 
nature of such investments. But in many ways these forms of investment 
are today among the safest. This has been due in a large degree in the 
field of agriculture to the constant and serious effort on the part of 
interested men to solve the unknown riddles of the climate, and to 
introduce more scientific methods in argricultural organization. The work 
of Mr. Finlay, bringing as it does the result of some twenty years 
experience in nearly all kinds of mining operations, tends to remove many 
of the uncertainties as well as ignorance about this most rapidly develop- 
ing industry of modern times. The time is fast approaching when the 
speculative ventures in gold, copper, etc. will be put on a basis as consera- 
tive as that of the coal and iron industries; while the latter are already 
being considered as more allied to the manufacturing business in their 
speculative qualities than to the mining industry. 

Among the factors governing variations in the mining industry the 
author treats of labor, supplies, climate, transportation, water, ore bodies, 
altitude, concentration qualities, smelting qualities, mining and metallurgi- 
cal losses, elements of a complete cost statement, speed and public interest. 

The chapters on the copper mining industry are illustrative of the 
methods pursued and of the character of the material found in the 
treatment of the other mining industries. The author presents com- 
parative figures and tables showing the occurence and production of copper 
in the world, in the United States and in North America. From these 
we learn that the world’s output of copper amounted to 1,580,809,300 Ibs. 
in 1907, and that of this the United States contributed 54.66 per cent. 
and North America 66.4 per cent. In the United States the district of 
Butte, Montana has an approximate smelter output of 25.55 per cent. of 
the total production of this country and ranks first in a list of 22 regions. 
The cost of smelting plants in the United States is estimated at $102,500,000. 
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By adding the capital of the refineries, $7,500,000, the total is brought up 
to $110,000,000. 

Figuring on the costs in a general way, assuming the cost per pound 
to be 12 cents complete, the author arrives at a charge of $9.61 per ton 
for smelting ores and $3,38 per ton for concentrating ores. 

One is tempted to quote indefinitely from this interesting book, for 
Mr. Finlay has used statistics with a view to drawing conclusions which 
are not only general but practical, and on account of the author’s 
scholarly habits of thought and broad knowledge of the subject the 
reader feels a confidence in his generalizations which few books are able 
to inspire. The book is filled with statistics upon the working expenses, 
the general receipts and expenditures, etc., of various mines which would 
be of the greatest help in appreciating the value, or the capacity of any 
mining property. 


HYDRO-ELECTIRC DEVELOPMENTS. By Preston Player. Published by 
the McGraw Publishing Company, New York City. 1908. Price 
$1.00 net. 

This little book brings the subject of utilizing water power within the 
field of business activity. Electricity has become such a factor in the 
industrial world that there has grown up a large demand for just such 
a book as this. 

Starting with the subject where the expert engineer leaves off, Mr. 
Speyer, treats the subject with the following questions in mind: What 
will be the cost of making the development? What will be the receipts 
and profits which may be expected from the undertaking? The following 
chapter headings will show how the author has developed this commercial 
phase of using water power for electricity. The Extent of the Market 
for Energy; Cost of Energy; Manufacture; Central Station Economics; 
Sale of Electric Energy; Primary and Secondary Powers; Capital Costs. 

After a careful reading of Mr. Player’s book one cannot but feel that 
the author has fulfilled his promise given in the preface in which he says, 
“T have tried to present the subject in such a manner, that anyone with 
the help of men who have given special attention to the various problems 
involved, may form a judgment of chances of profit which may be 
expected from an undertaking.” 


GEOGRAPHICAL REFERENCE LIST. By Sherwin Cody. Chicago, 1909, 

Price 50 cents. me 

Mr. Cody has again given to business men and commercial students 
a very ready and up-to-date reference book. For such descriptive matter 
as the list of important cities with a population of over 10,000, the railroad 
systems of the United States, with the express compaines operating over 
them, etc. this little book is excellent. 

The book has a short introduction treating of a few fundamental 
principles to be observed in the study of the commercial map. It is of 
handy size and contains two commercial maps drawn so as to give 
information to the observer easily. 
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Legal Department. 


Epirep sy CHARLES W. GersTENBERG, LL.B. 
BANKRUPTCY. 


Under the Act of July 1, 1898, Chapter 541, only corporations engaged 
in certain lines of business can be thrown into bankruptcy. Of the 
various kinds of corporations enumerated in the statute subject to bank- 
ruptcy, manufacturing corporations are one. Just what is and what is. 
not a manufacturing corporation has long been the subject of dispute, and 
it would seem from the adjudicated cases that each case must stand on 
its own facts with but little aid from precedents. 

It has been held recently that the conducting by a corporation of a 
shop for the repairing of automobiles, which repairing consisted chiefly 
in the adjusting of parts purchased from other persons, was not a manu- 
facturing pursuit within the meaning of the Bankruptcy Act which sub- 
jected the corporation to proceedings in bankruptcy. 

The court reiterated the familiar rule that it would not take into con- 
sideration the scope of the corporation’s possible activities, but would 
base its decision solely on the principal form of business in which the 
corporation was actually engaged.—CatTe vs. CONNELL, 173 Fep. REP. 445. 


THE SECRET PROFITS OF PROMOTERS OF CORPORATIONS. 


The question of the rights of the promoters of a corporaton, who, 
while acting as its only officers, have sold to it property at an excessive 
valuation, has recently come up for adjudication in two jurisdictions, and 
has been decided in two distinct ways. The United States Supreme Court 
has held that as the promoters constituted the corporation at the time of 
the sale, the corporation had full notice of everything that was being done, 
and the contract could not be rescinded, notwithstanding the subsequent 
sale of stock to purchasers who knew nothing about the profits which the 
promoters were thus securing. 

The Supreme Judicial Court of Massachusetts refused to follow the 
United States case, on the ground that no question arising under the 
Federal constitution was involved, and, therefore, set out to determine the, 
matter from original reasoning. 

The Massachusetts court holds that the corporation is distinct from its 
stockholders and promoters, and that notice to one cannot be imputed to 
the cther so that subsequent stockholders have the right to cause the 
iniquitous contract to be rescinded—Otp Dominion Mintnc & S. Co. vs. 
LrwisoHN 28 Sup. Cr. Rep. 634; Otp Dominion Mrininc & S. Co. vs.! 
Bictow 89 N. E. 193. 


The Listing of City Checks. 


Baltimore bankers are objecting to a recommendation made by an audit 
company which recently investigated the city’s accounts to the effect that 
the city’s clerks be not allowed to list any checks in bank books, but that 
such entries be made at the bank when the book is sent there to be bal- 
anced. Some of the bankers claim that the new system will not afford as 
much protection to the city’s money as did the old system, when the checks 
were listed at the various offices at the City Hall and later checked up 
and verified by the bank clerk. 
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C. P. A. Question Department. 


Conpucrep sy Leo Greenp.incer, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the 
same time improve shortcomings. To solve, compare, and criticise C. P. A. 
examinations, is the object of this department. With the aid of sugges- 
tions and criticism from the professional brethren, it can undoubtedly be 
achieved. Inquiries will be cheerfully answered. 


Following is one of the problems set by the New York Municipal Civil 
Service Commission at the recent fourth grade accountant examination 
held in New York, with solution by Mr. Joseph Klein, B.S. 


Problem. 


The Consolidated Manufacturing Company is organized under the 
laws of the State of New York, with a capital of $2,500,000.00, consisting 
of 10,000 shares of preferred, and 15,000 shares of common stock all of a 
par value of $100.00. 


The company has entered into contracts with the firm of Jones & 
Jackson, and with the Independent Manufacturing Company for the pur- 
chase of their plants and other assets in consideration of $1,000,000.00 and 
$1,500,000.00 respectively, payable two-fifths in preferred stock and three- 
fifths in common stock. The liabilities of the vendors are to be assumed 
by the purchaser. The vendors agree to donate to the treasury of the 
Consolidated Company 15 per cent. of the common stock received by them 
to furnish additional working capital. 


500 shares of the stock so donated are sold from the treasury at $40.00 
per share. $500,000.00 of first mortgage bonds are issued and sold at go, 
the purchaser receiving with each bond a bonus of 15 per cent. in common 
stock. 


Below are given the balance sheets of the vendors. Frame the closing 
entries for the books of Jones and Jackson, and the opening entries for 
the Consolidated Company, and prepare balance sheet for the latter, 
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Solution. 


JournaL Entries To CLosE Books or JONES AND JACKSON 


Consolidated Manufacturing Company. ... 
To real estate and buildings 


Horses, wagons and harness 
Transfer of existing assets to Consoli- 
dated Manufacturing Company as per 
contract. 
Consolidated Manufacturing Company... . 
To Goodwill 
Excess valuation represented by 
Goodwill, transferred to Con- 
solidated Manufacturing Com- 
pany, as per contract. 
Bills payable 
To Consolidated Manufacturing Com- 
pany 
Assumption of existing liability on 
outstanding notes, by Consoli- 
dated Manufacturing Company, 
as per contract. 


Preferred Capital Stock 
Common Capital stock 
To Consolidated Manufacturing Com- 
pany : : 
Representing the receipts of 4,000 
shares of preferred capital stock 
and 6,000 shares of common 
capital stock, par value of each, 
$100, from the Consolidated 
Manufacturing Company, in 
settlement of purchase contract. 


To Jones’ drawing account 
ae ae drawing account 
Representing the transfer of the 
excess valuation placed on the 
assets of our firm by the Con- 
solidated Manufacturing Com- 
pany. 
ones’ drawing account 
a abe drawing account 
To Jones’ capital account 
Jocmean' capital account 
Representing the transfer of the 
rawing account to the capital 
account in order to close the 
former. 


ones’ capital account 
ackson’s capital account................ 
To Preferred capital stock 
Common capital stock 
Representing the closing of the 
capital account as the stock is 
issued to the individual owners 
of the business. 
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$537,000.00 


$246,000. 
137,000. 
28,000. 
76,000. 
43,000. 
7,000. 


513,000. 


400,000. 
600,000. 


1,000,000. 


256,500 
256,500 


-0o 
-0o 


248,500. 
251,500. 


548,500. 

451,500. 
400,000 
600,000 


-0o 
-0o 





C. P. A. Question Department. 


JournaL EntrigEs TO OPEN Booxs or COMPANY 
THE CONSOLIDATED MANUFACTURING COMPANY 
Incorporated Under the Laws of the 
State of New York with an 
AUTHORIZED CAPITAL 


OF 


$2,500,000.00 
Divided into 


10,000 shares of preferred stock, 
15,000 shares of common stock, 
par value, $100.00 each 


Plant and sundry assets $2,590,000.00 
To —— and Jackson $1,050,000.00 
ame Manufacturing Com- 
1,540,000.00 
for the transfer to this company 
by the above mentioned ven- 
dors their right, title and in- 
terest in all the assets, includ- 
ing Goodwill, fully set forth in 
the bill of sale, dated 
pursuant to the resolution of 
the Board of Directors, re- 
corded in minute book, page . 


—— and Jackson 50,000.00 
ndependent Manufacturing Company... 40,000.00 
To Sundry liabilities 90,000.00 
Representing assumption of the 
liabilities of the respective 
firms, mentioned above, by the 
Consolidated Manufacturing 
Company, in part consideration 
for assets acquired. 


ones and Jackson 1,000,000.00 
ndependent pera pene | Company... 1,500,000.00 
To Preferred capital stoc 1,000,000.00 
Common capital stock I,500,000.00 

For 4,000 shares of preferred 

capital stock and 6,000 shares 

of common capital stock issued 

to the firm of Jones and Jack- 

son and 6,o00 shares of pre- 

ferred capital stock and 9,000 

shares of common capital stock 

issued to the Independent 

Company in final payment for 

assets bought, as per bill of 

sale dated 
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$611,000. 
389,000. 
76,000. 
113,000. 
158,000. 
Horses, wagons and harness............. 16,000. 
Goodwill 1,227,000. 
To Plant and sundry assets $2,590,000.00 
For the purpose of placing the 
respective assets, under appro- 
priate headings, on the books of 
the company. 


90,000. 


For the purpose of placing the 
respective liabilities, under ap- 
> headings, on the 

ooks of the company. 


Treasury stock 150,000. 
To Reserve for Working Capital 150,000. 
Representing 1,500 shares 
common capital stock donated 
to the company by the stock- 
holders. 


20,000. 
Reserve for working capital 30,000. 
To treasury stock 
Representing the sale of 
shares of common capital 
stock held in the treasury at 
$40.00 per share. 


450,000. 
Discount on bonds 50,000. 
Reserve for working capital 75,000. 
To First —- bonds payable 500,000. 
Treasury stoc 75,000 
Representing the issue and sale 
of $ ger peagen first mortgage 
bonds at go, and also the issue 
of 750 shares of common stock, 
held in the treasury, as a bonus 
on the sale of the bonds. 
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Comments. 


A.—On closing entries in books of Jones & Jackson: 

By drawing proper ledger accounts, it may readily be seen that all of 
the old accounts in the books of Jones & Jackson, as well as the new ones 
necessary for the adjustments, are now closed. But two items deserve 
special mention, viz., the drawing account and the division of good will. 
As it is not usual for stockholders to have drawing accounts in their com- 
panies, or, in cases of this kind, to treat debit balances in such accounts 
as assets, it appeared desirable to close them into their corresponing 
capital accounts. Regarding good will, the partnership law provides that 
all profits of a co-partnership, in the absence of a special agreement, are 
to be divided equally between the partners. Good will represents a profit 
on sale to the corporation; hence, the equal division shown. 

B.—On opening entries in the books of the Consolidated Manufacturing 
Company : 

The “good will” item of $714,000 among the assets of the Independent 
Manufacturing Co. consists of the original item as per balance sheet sub- 
mitted ($50,000), plus the item of good will created by the consolidation 
($664,000) . 

“Reserve for Working Capital—150,000.” It is true that no definite 
value can be assigned to the treasury stock contributed by the stock- 
holders, for this value depends upon the future price. But as we can 
easily adjust the amount by subsequent entries at the time when the stock 
is disposed of, the objection just raised need not be considered any 
further. 

Inasmuch as only $20,000 was realized for $50,000 of stock, the reserve 
account or working capital has suffered a decrease of $30,000, hence the 
adjustment, previously referred to, is now made. 

A very interesting question is raised by the next transaction involving 
the disposal of bonds at a discount. Undoubtedly, had no stock been 
offered as a bonus, Jess than 90 would have been realized. Why, then, 
should not the value of the stock (say about $30,000) be charged to Dis- 
count on Bonds Account, leaving only the balane ($45,000) to reduce the 
amount of reserve for working capital? I think this latter solution the 
better one, though perhaps less usual. The entry becomes: 

Cash 
Discount on bonds 
Reserve for working capital 
To first mortgage bonds payable.... 
Treasury stock 75,000 

If this suggestion be adopted a few changes would be necessary in the 

final balance sheet, viz., 
Discount on bonds, debit 
Reserve for working capital, credit 

In case the bonds were issued for some specific construction purpose, 
Construction Account might be charged instead of Discount on Bonds Ac- 
count, as shown. In either case, the item should not be carried as an 
asset indefinitely, but should gradually be reduced. (See article by Mr. 
Staub, on “ Deferred Charges to Operating” in the October JourNaAL. 
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C. P. A. Question Department. 


Successful C. P. A. Candidates. 
New York 


Following is a list of the successful candidates at the New York, June, 
1909, C.P.A. examination: 
‘Aderer, Alexander,* Room 904, Brunswick Building, 225 Fifth Avenue, 
New York. 
Anzer, William H. S., 315 West 14th Street, New York. 
Atkins, Harold B., 154 Nassau Street, New York. 
Atkins, Robert,* 100 Broadway, New York, care American Audit Co. 
Banks, Howard M.,* Room 1601, 49 Wall Street, New York, care Plen- 
der Griffiths & Co. 
Batchelder, Francis J.,* 68 William Street, New York. 
Craemer, William, 44 East 35th Street, Bayonne, N. J. 
Doty, Albert M.,* care Suffern & Son, 165 Broadway, New York. 
Duff, Daniel V., 40 West 62d Street, New York. 
Duffy, Edward J., 72 Market Street, New York. 
Ehrlich, Theodore, care Steinway & Sons, 53d Street and Park Avenue, 
New York. 
Fairbanks, Kenneth, 63 Cedar Street, New York. 
Farrell, James Francis, 526 Seventh Street, Brooklyn, N. Y. 
Fernald, Henry B.,* 165 Broadway, New York. 
Glunts, James D.,* 71 W. Washington Place, New York. 
Graef, Joseph E.,* 242 West 116th Street, New York. 
Harper, Donald L., Fairmont Avenue, Brighton Heights, Tompkinsville, 
Staten Island, N. Y. 
Hawkins, Arthur H., 356 Union Street, Brooklyn, N. Y. 
Horne, Henry A., 162 Keap Street, Brooklyn, N. Y. 
Jacobson, Charles, 42 Broadway, New York. 
Johnson, William B.,* 200 Manhattan Avenue, New York. 
Karmel, Abraham, 242 Metropolitan Avenue, Brooklyn, N. Y. 
Miller, Philip Northrop,* 37 Munn Avenue, East Orange, N. J. 
Neville, Francis D.,* Lindenhurst, Long Island, N. Y. 
Peet, David K.,* 121 Maple Avenue, Flushing, Long Island, N. Y. 
Scovell, Clinton H.,* 119 Grasmere Street, Newton, Mass. 
Shipway, George W., 692 McDonough Street, Brooklyn, N. Y. 
Thornton, Frank W.,* 54 William Street, New York. 
Whittlesey, Willis Savage,* Pleasantville, N. Y. 
Wildman, John R. B.,* 30 Broad Street, New York, care Haskins & 
Sells. 
Willvonseder, Ernest, 1523 Beach Avenue, Westchester, New York. 
Winans, DeKay, New Milford, N. Y. 
Wood, John Frederick E.,* 2053 Bedford Avenue, Brooklyn, N. Y. 


* Candidates whose names are indicated with an asterisk have received certificates. 
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New Jersey. 


The New Jersey State Board reports that at the October, 1909, C. P. A. 
examination, four candidates presented themselves to be examined, and 
that three were successful in passing. They are: 


Fe ibcins 0tdecéedecesedeuetean Paterson, N. J. 

BEG, Pa as accccceseccedatteans East Orange, N. J. 

ON Pia kdcvccvescececesesenia Ridgefield Park, N. J. 
Michigan. 


The following candidates received C. P. A. certificates as a result of 
the last July, 1909, examination in Michigan, and have since been admitted 
to membership in the Michigan Association of Certified Public Account- 
ants : 


ESE ere ire pAR ce amale Detroit, Mich. 

a sd is i wh ee eee s Detroit, Mich. 

PE Be. SU bn sddscsaccesescqnséesctteenss Detroit, Mich. 
Announcements. 


Mr. A. S. Fedde C. P. A., announces that he has opened an office 
in the Washington Life Building, 141 Broadway, New York City. 

Marwick, Mitchell & Co., chartered accountants, announce that E. 
L. Chappius, of New Orleans, has become a partner in the Southern 
branch of the business, and will be in charge of the business as resident 
partner at New Orleans. 

Mr. Max Meyer, C. P.A., announces that he has opened an office at 
31 Liberty Street, New York City. 











